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POLICY AND PROCEDURE FOR THE DEVELOPMENT OF 
WATER RESOURCES 


WEDNESDAY, APRIL 27, 1960 


House or REPRESENTATIVES, 
CoMMITTEE ON Pusiic Works, 
Washington, D.C. 

The committee met, pursuant to call, in room 1302, New House 
Office Building, at 10:05 a.m., Hon. Clifford Davis presiding. 

Mr. Davis. The committee will be in order. 

We are meeting for the further consideration of H.R. 8, introduced 
by our colleague, Judge Trimble. I asked we have 2 days of hearing 
instead of 4. We have so many witnesses this morning we would 
like to expedite the hearings as much as possible. 

We are delighted to have our former colleague, now in the Senate, 
the Honorable Senator Fulbright, with us. He has another meeting 
to attend and we would extend this courtesy to him under any 
circumstances, but we are indeed very happy to have you with us, 
Senator, and we will hear from you now. 


STATEMENT OF HON. J. W. FULBRIGHT, U.S. SENATOR FROM THE 
STATE OF ARKANSAS 


Senator Futsricut. Mr. Chairman, I appreciate very much your 
permitting me to testify on this bill. It has been introduced in the 
House, as you know, by my own Congressman and longtime friend, 
Congressman Trimble. I am a cosponsor of a similar bill in the 
Senate. 

I think it is one of the most important bits of legislation for our 
domestic economy that I know of. 

Mr. Chairman, I have a prepared statement, but I know that 
the committee is pressed for time. With your permmission, there- 
fore, I would like to have the whole statement inserted in the record, 
but I would like to comment on some aspects of it. 

Mr. Davis. Certainly. 

Without objection, the full statement will be made a part of the 
record at this point. 

(The document referred to is as follows :) 


STATEMENT OF SENATOR J. W. FULBRIGHT 


Mr. CHAIRMAN: I appreciate being given this opportunity to testify in favor 
of the bill introduced by my good friend and Congressman, Jim Trimble. I am 
a cosponsor of a companion bill introduced in the Senate by Senator Kerr. 

The members of this committee are fullly aware of the importance of devel- 
oping the tremendous potential of our Nation’s water resources. You are in a 
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strategic position to gain a unique appreciation for the contributions of water 
resources to our economic development. 

I have been concerned for many years about the lack of a national policy for 
our Nation’s water resources development programs. I know that many of the 
members of this committee also feel that we are sadly neglecting one of our 
most important national assets. The terrible floods which occur throughout the 
country each year furnish graphic evidence of our failure to make our water 
resources work for us, rather than against us. Recent reports of progress on 
water developments in Russia and Red China indicate that our antagonists are 
fully aware of the significance of water projects in developing a nation’s eco- 
nomic potentials. Unfortunately, there are many in the Congress, and a large 
segment of the public, who look on our rather meager conservation efforts as 
“pork barrel” politics. Call it what you will, the harnessing of our abundant 
water resources has proved to be, and will continue to be, the wisest and most 
profitable domestic program in which our Government participates. 

The “before and after” picture of the TVA project should convince the most 
confirmed skeptic on the latent economic potential in every major river system. 
The development of the Arkansas River Basin promises to revolutionize in a 
like manner the economy of Arkansas and Oklahoma. Completion of the Ar- 
kansas River program will be one of the most significant economic events in my 
State’s history. My only regret is that the project was not initiated years ago. 

I have touched briefly on the importance of water resources projects. I do 
this in order to emphasize the lack of an explicit congressional policy in this 
vital area of governmental activity. It is almost unbelievable that we do not 
have statutory policy guides for a coordinated effective water conservation 
program. The bill now before your committee will fill this void. It puts the 
Congress firmly on record in support of expanded efforts in the field of water 
conservation. There will no longer be any doubt as to the intent of Congress 
on allocation of project costs and the factors to be included in benefit-cost 
ratios. The bill will halt the Bureau of the Budget’s exercise of powers which 
should only be exercised by the Congress. The Bureau has, by the promulga- 
tion of restrictive project-cost criteria, effectively scuttled many needed, worth- 
while projects. In a sense, it is only natural that an executive agency would 
step into the vacuum created by Congress’ failure to enact a national water re- 
sources policy. The enactment of H.R. 8 will clear away the doubt and un- 
certainty in this area and once again put Congress in its rightful position of 
being the judge of what criteria are to be used in developing our water 
resources. 

Mr. Chairman, at this time I would like to review briefly some of the restric- 
tions imposed by the Bureau of the Budget in determining project eligibility: 

1. The Bureau of the Budget formula prevents use of the incremental method 
of allocating costs for power facilities. The Bureau's formula fails to recog- 
nize that power generation is usually an incidental purpose and only in isolated 
instances does the Federal Government construct hydroelectric plants, as such. 
However, the prevailing practice is to allocate project costs to power as if it 
were a principal purpose and this results in an unfair cost disadvantage for 
the power aspects. 

2. The criteria established by the Bureau require that “taxes forgone” be 
subtracted from the benefit side of calculations to determine feasibility of 
power generation. This formula does not take into account the increased tax 
revenues resulting from general stimulation of the local economy and often 
results in reducing the benefit-cost ratio of power features below unity. The 
Same directive also makes it mandatory for the construction agency to calculate 
power benefits based upon the cost of securing alternative power from a phantom 
Federal steam plant. This is the most unlikely of any alternative which could 
develop in the project area. 

3. The Bureau’s formula limits the repayment period for the power generation 
features to the lesser of 50 years, or useful project life. This is an unrealistic 
and restrictive provision which results in arbitrarily high power rates. The 
payout period should be changed to coincide with the useful life of the project. 

4. Bureau policy now prevents inclusion of secondary benefits in the benefit- 
cost ratio. However, the indirect project costs are included. These two pro- 
visions seriously impair the validity of project evaluation studies. 

Mr. Chairman, this bill would abolish these restrictions and establish a more 
realistic policy to guide the agencies concerned with these problems. It is 
a tragie situation when the Congress stands idly by and lets the Bureau of 
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the Budget assume a life or death power over these projects. We must begin to 
think and act big about water resources. If our economy is to be capable 
of meeting the challenges of the future, we must think positively about develop- 
ing this powerful asset. Continuation of the picayunish attitude now prevailing 
in the Bureau of the Budget toward this phase of public works can only result 
in compounding past errors. Congress must seize the initiative and legislate a 
sound and progressive plan for water resources development. H.R. 8 would 
place the Congress firmly on record in favor of increasing national efforts in 
this essential area of economic life. I hope that the committee will approve 
ill. 
athe you very much for allowing me to discuss this legislation with you. 

Senator Futsrieut. Thank you very much. 

There are two or three of the points that I wish to emphasize. I 
am a little hesitant about taking your time because I know you and 
other members of the committee are fairly familiar with them, and 
some of the witnesses who will succeed me I am sure will develop 
these points at greater length. However, some of the points that 
are of particular importance are the Bureau of the Budget’s formula 
which prevents the use of the incremental method of allocating costs 
for power facilities. 

his Bureau of the Budget formula fails to recognize that power 
generation is usually an incidental purpose—and certainly this 1s true 
on our rivers in Arkansas—and only in isolated instances does the 
Federal Government construct hydroelectric plants as such. How- 
ever, the prevailing practice is to allocate project costs to power as if 
it were a principal purpose, and this results in an unfair disadvantage 
for the power aspects. 

I know we all recall that the origin of these programs was primarily 
for flood control. The really compelling economic, and certainly com- 
pelling political reasons, for the origin of this great program, espe- 
cially in the Middle West and the Tennessee Valley and in my area, 
was originally flood control. It was historically, and I think eco- 
nomically, the incremental basis, which is a valid and a proper one. 

I often see how that is applied in my own area, but I think it is 
equally applicable all over the country. 

The criteria established by the Bureau of the Budget requires also 
that “taxes forgone” be subtracted from the benefit side of the calcula- 
tions to determine feasibility of power generation. This formula 
does not take into account the increased tax revenues resulting from 
general stimulation of the local economy, and often results in reducing 
the benefit to cost ratio features of power below unity. 

I need not tell the distinguished: Congressman from ‘Tennessee 
about this aspect of the problem. Anybody who knew the Tennessee 
Valley before the TVA and who looks at it now knows very well, 
and very dramatically, how the increased taxes to the Federal Gov- 
ernment resulted from the development in that area, and are in my 
opinion far greater than any other benefit. 

So it seems entirely unjustified to consider the taxes foregone if 
you are not going to consider the tax increase. If they would consider 
the tax increase I am sure it would far more than offset the taxes 
forgone. 

This same directive also makes it mandatory for the construction 
el to calculate power benefits based upon the cost of securing 
alternative power from an imagined or phantom Federal steam plant. 
This is the most unlikely of any alternative which could develop in 
the project area. 
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The third point I wish to make is, the Bureau’s formula limits the 
repayment period for the power generation features to the lesser 
of 50 years, or the useful project life. This is an unrealistic and 
restrictive provision which results in arbitrarily high power rates. 
The payout period should be changed to coincide with the useful life 
of the project. 

The fourth point is that the Bureau’s policy now prevents inclusion 
of secondary benefits in the benefit-cost ratio. However the indirect 
project costs are included. These two provisions seriously impair the 
validity of project evaluation studies. 

This point is particularly significant in such areas as the Ozark 
area on the White River, where Bull Shoals and Norfolk and Table 
Rock are just coming in. In those cases the recreational benefits are 
very large indeed. There are over 2 million visitors there and busi- 
ness that is developing will return very large returns in taxes both 
to the local governments and the Federal Government. It is a little 
different. You have much of it in the TVA area, but it is not as 
highly industrialized in the immediate vicinity. 

Unfortunately in one sense much of that power is taken out of the 
immediate area and used in industry in other areas, that is, lower 
down, in Litle Rock and other urban centers. While there has not 
been much industry to utilize the power, still the incidental secondary 
benefits are very important. 

Mr. Chairman, I will not take up a longer period of time, because 
we do have some expert witnesses here. I only wish to urge the com- 
mittee to give as favorable consideration to this bill as it possibly 
can. I think it is extremely important when we refer back to the 
development that took place prior to the new policy that this adminis- 
tration’s Bureau of the Budget has imposed. I think we could say, 
and I believe without fear of contradiction, that if there had not been 
any Tennessee Valley Authority there would not have been any of 
the major developments in our area. They are underway, and we are 
continuing, but it is a very great burden on the justification proce- 
dure for these power developments. 

I do urge the committee to take these points particularly into con- 
sideration. 

I thank the chairman and the members of the committee very much 
for permitting me to testify. I know it is a little irregular for mem- 
bers of the other body to come over here and presume to tell any 
members of this body about any legislation, but since I was a cospon- 
sor of this bill, and the sponsor on this side is my own Congressman, 
Jim Trimble, I thought in this case you would forgive me if I came 
over. 

Mr. Davis. We are delighted to have you. 

Are there any questions on either side of the Senator ? 

(No response. ) 

Mr. Davis. Thank you very much, Senator Fulbright. 

Senator Furpricur. Thank you very much, Mr, Chairman. 

Mr. Davis. I may skip around just a little on this list of witnesses. 

Our Mr. Carl Albert from Oklahoma is here, and I know he has 
some other duties this morning, so we will be glad to hear from you 
now. 
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STATEMENT OF HON. CARL ALBERT, MEMBER OF CONGRESS FROM 
THE STATE OF OKLAHOMA 


Mr. Avsertr. Thank you, Mr. Chairman. 

I appreciate your permitting me to come again on this subject, in 
which I am vitally interested, and in which the a6 of my district 
are vitally interested. I favor this legislation. think it would 

romote the increased development of valuable water resources. I 
think it would guarantee fair and equitable participation for the 
Federal Government in this vital undertaking. 

I think that standardization of Government policies in establish- 
ing project feasibility and the allocation of costs is necessary, if we 
are going to take full advantage of the great potentials of the water- 
sheds of this country. I think it is necessary, when we realize that 
the fate of projects is often determined by the method which we use 
in establishing feasibility. If we do not have standards of this kind 
we are going to find ourselves in the position where projects which 
are very vital are just under the line, and projects a little more vital 
may be just over the line under one proposition, and would not be 
under another. In other words under one type justification they 
would be, whereas they would not be under another. 

Mr. Chairman, this matter is vital to my own congressional district. 
Rural electric cooperatives in my district buy their power from elec- 
tric utilities, who in turn have contracts with the Southwestern Power 
Administration. When these cooperatives first made their contracts 
they made them on the basis that power rates would be at a certain 
level. When this Bureau of the Budget Circular A-47 came out, it 
had an automatic bearing upon power rates and increased the power 
costs by 27 percent. That was a jolt to the rural electric coopera- 
tives of my district. 

Another thing is, this bill, by its operation of projects in my own 
State which are feasible, has eliminated the ability to add hydro- 
electric power because of this phantom tax known as taxes forgone. 
In some cases where the Government is going in to build projects 
highly feasible for flood control purposes, it has made it impossible 
to add other purposes, even though they would pay out under an 
incremental method, or made the projects infeasible by reason of the 
formula that is used. 

I hope that the committee will give as sympathetic consideration 
as possible to this legislation. I think it is important legislation, and 
I think it is needed. 

I ask unanimous consent to revise and extend the remarks I have 
made. 

Mr. Davis. Without objection, it is so ordered. 

(The prepared statement of Mr. Albert is as follows :) 


STATEMENT BY Hon. CARL ALBERT, MEMBER OF CONGRESS 


It is a pleasure to once again come before this fine committee to reaffirm my 
support of H.R. 8, better known as the Trimble bill in recognition of its out- 
standing author, my colleague, the Honorable Jim Trimble of Arkansas. 

I am repeating my statements of former times when I earnestly request the 
committee’s careful consideration of this bill which would be of such great 
benefit, not only to the people whom I represent, but to the entire Nation. 
It would promote the increased development of the valuable water resources 
which are already so important to this country and will become even more so 
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in the future. It would guarantee fair and equitable participation by the Federal 
Government in this vital undertaking. 

The purpose of this bill is to standardize governmental policies in establishing 
project feasibility and the allocation of costs, as well as providing guidelines 
for the approaches of the various governmental agencies which are involved, 

Such standardization is obviously necessary when the fate of a given project 
can be determined simply by the method used to establish its cost. Numerous 
examples can be cited of projects which are deemed “feasible,” or proper govern- 
mental investments, when figured by the incremental method but suddenly 
become “uneconomical” when figured by the separable costs-remaining benefits 
method. The Trimble bill provides for uniform use of the incremental method 
of cost allocation. This is certainly a reasonable approach when we consider the 
fact that most of these projects have the primary function of flood control, 
navigation, or irrigation. Power is an incidental feature in most of the projects 
but, under the separable costs-remaining benefits method, it is charged with up 
to 90 percent of the cost of the entire project. 

The Trimble bill would also take into consideration the benefits to be derived 
from the recreational use of a proposed project. This is no minor point when 
we consider that 80 million people annually take advantage of the recreational 
facilities at existing Federal reservoirs. 

It would prohibit the charging of “phantom taxes” or the taxes which sup- 
posedly would be collected by the Federal Government if a privately owned 
hydroelectric generating plant did exist. The fact that such a privately owned 
plant does not exist and probably never will in the area is ignored by this 
policy, just as the needs of the people in the locality are ignored. 

These people in rural areas need low-cost hydroelectric power. In 1935, 
Congress recognized this need and created the Rural Electric Administration. 
In my own State of Oklahoma, every local REA cooperative borrowed money 
from the Federal Government to build and expand facilities necessary to bring 
electricity to farm families. This money was borrowed at what both the Gov- 
ernment and the rural cooperatives believed to be a fixed interest rate. After 
the issuance of Budget Bureau Circular A-47, the Southwest Power Administra- 
tion found itself faced with a 27 percent rate increase. It is necessary that we 
provide a legal protection against the injustices of variations in the approach of 
governmental agencies to these policy questions. 

In order to insure the continued growth of our water development and flood 
control program, guaranteeing the attendant benefits of recreation and hydro- 
electric power at reasonable costs to the consumer, I respectfully request the 
favorable consideration of H.R. 8 by this committee. 


Mr. Davis. I may state that this bill would change rather substan- 
tially the present formula. While any member of the committee is 
entitled to ask Mr. Albert any questions he desires, the thought oc- 
cured to me that one or two of these other witnesses will explain the 
bill more in detail. 

If that be satisfactory, we will excuse Mr. Albert. Thank you 
very much, sir. 

Mr. Atsert. Thank you, sir. 

Mr. Davis. Gov. Sid MeMath, will you take charge and introduce 
the witnesses now who can explain the changes in the formula and 
get right down to the meat of the coconut ? 

Mr. McMarn. All right. 

Next we call Mr. Charles Robinson. He is a staff engineer, Mr. 
Chairman, of the National Rural Electric Cooperative Association 
and is prepared to answer the technical questions as to the changes 
in allocation formula that this bill will inaugurate. 

Mr. Davis. Thank you, Governor. 

This is Mr. Charles A. Robinson, staff engineer, National Rural 
Electric Cooperative Association. 

Our colleague, Morgan Moulder, is here, and we will ask him to 
stand by for just a minute. We will get you in later, Morgan. 

Now, Mr. Robinson, if you will tell us wherein Judge Trimble’s 
bill changes the formula, we can get right down to it. 
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STATEMENT OF CHARLES A. ROBINSON, JR., STAFF ENGINEER, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Ropstnson. My name is Charles A. Robinson, Jr. I am staff 

engineer of the National Rural Electric Cooperative Association. 

et me say first of all, we deeply appreciate the courtesy of this 
committee and its competent staff, and we appreciate the time which 
the members have so unselfishly devoted to this legislation. 

Mr. Davis. Pardon me, Mr. Robinson. Do you have a formal 
statement 

Mr. Roprnson. Yes, sir. 

Mr. Davis. If you will pass them around we can follow the high 
points. 

You may proceed. 

Mr. Rosrnson. We have a number of witnesses who have come to 
Washington from a great distance to express their support of H.R. 8. 
They are all leaders in their communities and represent influential 
groups. I do not want to impinge on their time and I will try to be 
as brief as possible in outlining our reasons for support of H.R. 8. 

H.R. 8 is a basic water resource policy bill. It is designed to 
establish progressive statutory standards to guide the administrative 
agencies of the Government which are responsible for multiple-pur- 
pose resource development. 

Mr. Chairman, we believe that there is wide and growing pe, I 
nition that the Nation’s need for usable water will exceed its avail- 
ability unless extensive new conservation programs are undertaken. 
In that connection, I would like to call the attention of the committee 
to an advertisement which appeared in the April 23 issue of the 
Saturday Evening Post. It shows a river basin and the question is 
asked, “Can we double our water supply?” It shows a small picture 
of a child down here in the corner, and it says, “When I am 16 years 
old our Nation must have tens of thousands of miles of new highways 
and,” if you please, “123,300 dams.” 123,300 dams. “In the next 15 
— our population will increase by 60 million people and we will 

ave to double our water supply.” 

I just state this as evidence of the fact that our need for water 
resource development is growing at a tremendous pace. I might add 
that this ad I am reliably informed cost from $65,000 to $85,000 for 
space alone in this particular magazine. We think that is awfully 
concrete evidence of the fact that many segments of the Nation are 
interested dollars and cents wise in water resource development. 

Mr. Mumma. Who paid for that? 

Mr. Rosrnson. That is sponsored by the Caterpillar Diesel Tractor 
Co. It is one of the finest advertisements I have ever seen. 

Mr. Davis. Can you give me a copy of that, please, Mr. Robinson ? 

Mr. Ropsrnson. Yes, sir. 

The committee is well aware that the Senate has appointed a Select 
Committee on Water Resources, headed by Senator Kerr, and Senator 
oo recently issued a statement in this same connection wherein he 
said : 


The key to adequacy of the water supply is the construction of dams and reser- 
voirs to conserve water for release as needed for water supply, to dilute 


pollution, keep navigation moving, generate hydroelectric power, preserve fish 
and wildlife, and for other purposes. 
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These are the things which we believe H.R. 8 will encourage. 

The bill will specifically increase the repayment period from the 
present 50 years allowed by administrative law, if you like—it is 
really just an administrative policy which has set 50 years as the 
repayment period—this will increase it to 100 years, or the useful life 
of the project, whichever is lesser, as the period during which the 
reimbursable features of the project must be repaid. 

It will require recognition in the benefit-cost ratio of all benefits 
rovided by a particular project. H.R. 8 will end the myth of taxes 
oregone, which has prevented the development of several projects, 

and will assure multiple-purpose reservoir development based on 
comprehensive plans which fully evaluate all potential benefits. 

Of course, Mr. Chairman, the rural electric systems which support 
H.R. 8 are basically interested in electric power. However, we be- 
lieve that this is basically a water bill, but that in the reservoirs 
which can be built under its terms there will also be generated an 
abundance of low-cost hydroelectric power. Low-cost, that is, unless 
an inequitable portion of the cost of the reservoirs is loaded on to 
these power facilities, as is now the case in some circumstances. 

The committee has explored this issue before, and it is well aware 
that the Southwestern Power Administration rate has gone up 27 
percent because of increased cost allocations and other factors. It 
is aware that the costs allocated to Missouri River dams has been 
doubled as regards hydroelectric power, and it is well aware that 
some projects have had cost allocations so juggled as to charge 92 
percent of project cost to hydroelectric power. 

The Trimble bill is designed to end this inequitable loading on to 
hydroelectric power of project costs. Of course, it does this by cement- 
ing into statutory form the incremental method of cost allocation. 
This is probably the most controversial feature of the bill, because 
it results in a lower allocation to hydroelectric power than do any 
of the methods acceptable to administrative agencies at the present 
time. 

Why do we ask that this controversial incremental method be 
applied as written in the bill? We do it for several reasons. 

First of all, Norfolk and Denison Dams, which were the first two 
authorized under the general flood control law, were authorized on 
the incremental method of cost allocation. These are set in law and, 
of course, have not been changed. We base it on the fact that addi- 
tional projects in the Cumberland River dams, Wolf Creek, Dale 
Hollow, and Center Hill, and others, were all authorized by Congress 
based on Corps of Engineers reports based on the incremental method 
of cost allocation. 

We believe that hydro power is an incidental feature of these 
projects, and that the cost allocation procedure should take it into 
account. However, at the present time they do not. The fact is 
that the three methods which have been approved by the adminis- 
trative agencies for cost allocation each conclusively presume that 
power is a principal project purpose. 

What we are trying to do, Mr. Chairman, is to reverse this pre- 
sumption. We have recognized, as I said before, that. power is not 
always incidental; that there are some cases where the incremental 
method is not appropriate and should not be used. What we are 
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trying to do is get the Corps of Engineers at least. to look at the 
incremental method. ; 

So in that light I think you can say that the inclusion of the 
incremental method in this bill is a procedural matter. Under the 
pill the Corps of Engineers would have to report to the Congress 
based on the incremental method. However, as it has done before, 
if the Corps of Engineers should report that the incremental method 
was not appropriate, then Congress could authorize the project based 
on an exception, based on the separable costs-remaining benefits 
method, or any other method it wanted to use, but we can see no 
way other than the inclusion in the bill of the incremental method— 
we can see no other way of forcing the Corps of Engineers and the 
Department of the Interior to look at at least some of these projects 
as ome justifiable allocated on an incremental-method basis. 

The way it is set up now, every project must be allocated on a 
separable costs-remaining benefits method, or the alternative justi- 
fiable expenditure method, or the use of facilities method. Each of 
these results in a very high allocation to hydroelectric power costs. 

If we can put into the statute the incremental method allocation, 
this does not necessarily mean it must always be used, because as I 
say again, the Corps of Engineers can come to Congress and say 
that the incremental method is not adaptable to this project. They 
can say, “We do not think it should be used here.” 'Then Congress, 
with all of the facts in mind, can waive this portion of the bill and 
let the Corps of Engineers use whatever cost allocation method it 
desires to. 

But in the absence of such compulsion, the administrative agencies 
are going to continue to use these methods, which in every case allo- 
cate to hydroelectric power a very high portion of the project cost. 

This is a very controversial part of the bill and we can find no 
compromise that will satisfy the Corps of Engineers, the Bureau of 
the Budget, and the Federal Power Commission, except a 100 percent 
surrender to their point of view, and that we are not willing to do 
in the bill. There is really no agreement on this cost allocation 
even between the administrative agencies themselves. There is a fight 
on right now between the Federal Power Commission and the De- 
partment of the Interior as to how the Cumberland River project 
costs should be allocated. Here the Department of the Interior says 
that the incremental method should be used based on legislative his- 
tory, and the Federal Power Commission refuses to approve the rates. 

Every report of the Comptroller General submitted since 1952 on 
the Southwestern Power Administration agencies indicates the need 
for statutory standards for bookkeeping purposes, if for none other. 
Every report submitted to this committee on this bill by the admin- 
istrative agencies concedes the desirability of statutory standards, 
but do not agree, of course, with the philosophy of the bill. 

Finally, Mr. Chairman, let me emphasize that the criteria which is 
right on this issue is whatever criteria the Congress decides is right. 
For project evaluation, benefit-cost ratios and cost allocations are in 
my opinion and in the opinion of the Interior Department not sus- 
ceptible to precise technical analysis. They are nothing but pure 
philosophy. 


at 
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In that connection, let me quote from some of the remarks delivered 
to the last national meeting of the National Rural Electric Coopera- 
tives by Mr. N. E. Bennett, Jr., Assistant Commissioner of Reclama- 
tion, in which he said: 

Another aspect of prime concern in the hydro potential picture is that of 
economic feasibility * * * Twenty-five years ago a banker would have laughed 


you out of his walnut-paneled office if you asked him for a 25- or 30-year loan 
to purchase a house. Yet today such loans are common practice. 


Here is where he hits the nail on the head and indicates exactly what 
this bill is designed todo. Mr. Bennett says: 
Economic feasibility is governed more by philosophy than by science. Science 


can tell us the numbers to place in the economic formula, but the formula itself 
is a combination of need, of philosophy, and of demand for the product. 


So again let me say, Mr. Chairman, that whatever is right in this 
matter is not a matter of science, mathematics, or engineering, but is 
simply a matter of policy which should be decided by Congress, 

In conclusion, all we are asking here is that we not allow our 
philosophy and policy to deprive us of the best use of natural resources 
and blame it on science and engineering. 

Thank you very much. 

Mr. Davis. Mr. Smith, any questions? 

Mr. Smrru. No questions. 

Mr. Davis. Mr. Scherer? 

Mr. Scuerer. No questions. 

Mr. Davis. Mr. Cramer, I believe you have some questions. 

Mr. Cramer. I have a couple of questions that I would like to ask, 
perhaps for the purpose of getting in focus on some of the issues that 
are involved in the proposal and, of course, some of them you mentioned 
yourself. 

Specifically, with respect to the question as to whether policy is 
needed, as you stated, that is, a statement of policy on the part of 
Congress, would be helpful. You say that it seems to be pretty much 
agreed that a statement on the part of Congress as to policy would be 
beneficial. Of course, with that I agree. The question then comes 
down as to what should that policy be. 

As Shakespeare said, “Aye, there’s the rub.” You mentioned one 
of the suggestions of the controversial aspects, namely, the question 
of the formula to be used for allocation of costs to the power phases 
of the project. Of course, this is a similar issue as that which we had 
up in the 1956, 1957 and 1958 omnibus public works bills, two of which 
the President vetoed. Is that not correct? 

Mr. Rogrnson. That is correct, sir. It is my understanding, as was 
previously mentioned this morning, certain projects in Oklahoma were 
struck from the bill as regards their power facilities because the bill 
insisted on the incremental method of cost allocation at these projects. 

Mr. Cramer. And Congress finally went along with the President’s 
recommendations, and the Bureau of the Budget, and the Interior 
Department, and the Corps of Engineers, and other Departments, and 
agencies, as well as the Federal Power Commission, in the final drafts- 
manship of the bill. Is that not correct ? 

Mr. Rosrnson. I would say under the circumstances the Congress 
was compelled to go along or go home in an election year without any 
bill, as I recall it. 
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Mr. Cramer. I was not asking the question with regard to motives, 
but the fact as to what actually happened. The Congress did accede 
to the executive branch’s provision with regard to the final legislation ? 

Mr. Smiru. Will the gentleman yield ? 

Mr. Cramer. I am not saying whether that is right or wrong. It 
is obviously a controversial question, I say to my good friend from 
Mississippl. 

I will yield, if you wish. 

Mr. Smiru. No. It is a controversial statement that the Congress 

ielded. 
7 Mr. Epmonpson. Congress yielded in about the same way that a 
banker with a gun pointed at his head by a bank robber concedes the 
ition of the ont robber when he comes into the bank. 

Mr. Cramer. We won't talk about bank robbers. I'll tell the gentle- 
man from Oklahoma, if he wants to talk about bank robbers, then we 
get into the question of who is trying to keep the taxes on this par- 
ticular basis and how much should the cost be on the local as compared 
to the Federal with respect to power. There are some people who 
believe the people trying to make the raid on the Treasury are those 
who are proposing the Trimble bill. 

Mr. McFatt. As you said, there’s the rub. 

Mr. Cramer. That is the rub. But my point is, I want to get away 
from the areas of controversy and see if there are some places where 
there can be agreement. My questions will be very brief. 

With regard to the question of allocation of cost, you propose the 
incremental method and state the result of the use of that method gen- 
erally would bring about a decrease in the cost allocation to the power 
phases of the project. 

Mr. Rozrnson. That is correct. 

Mr. Cramer. Is it not true now that all executive agencies who 
have submitted reports on this particular section of the bill, which is 
section 6, in each instance the Bureau of the Budget, for instance, 
stated that section 6(3) provides that the costs allocated to electric 
power features or facilities shall be limited to their separable costs. 

We believe that the major purposes of a multiple-purpose project should 
share equitably in the savings which result from combining several such pur- 
poses in a project. 

They disagree with the incremental method. Of course, they favor 
the separable costs-remaining benefits method. That is your under- 
standing, is it not ? 

Mr. Ropsinson. Yes, sir. That is my understanding. As I said 
previously, there are many instances in which the incremental method 
is not justified. We are putting it in this bill as a statutory standard 
merely to force its sanaidaasiiien by the administrative agencies which 
refuse to consider it at the present time. 

Mr. Cramer. Yes, sir. On that part I ask ae this question: Is it 
not true today that the administration and the Corps of Engineers 


do ah authority if they see fit to use it, to employ the incremental 
method ? 

Mr. Rosrnson. Yes, sir. I assume they have, but if they will not 
use it it does not do us any good, 

Mr. Cramer. I understand that. 
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Secondly, if this Congress were to write the incremental method 
into the law as a matter of policy, would we then not be going 180 
degrees in the other direction and in effect freezing the incremental 
method formula, whereas today you people are complaining because 
of the separable costs-remaining benefits method being administra- 
tively frozen. 

Mr. Rosrnson. No, sir. 

Mr. Cramer. Do you not think it should be discretionary with the 
agencies‘ That is the point that I am getting at. 

Mr. Rosrnson. I think it should be discretionary, but I think it 
should be discretionary in the same sense that it is discretionary with 
a group of arbitrators as to what result they come up with. I do not 
think they should arbitrarily exclude any particular method as they 
do at the present time and then come up with a result and have it 
universally approved. 

In other words, if they exclude evidence that the incremental 
method should be utilized, as they apparently do now, then their re- 
sult is no more valid than it would be if they excluded any other 
method, like the separable costs-remaining benefits method. 

Mr. Cramer. I realize in your testimony you tried to clarify that 
point by saying that all Congress has to do is in effect repeal the in- 
cremental cited every time they want to approve an Executive 
recommendation for the separable costs-remaining benefits method. 
But in my opinion it would have the effect of freezing the incremental 
method just as much as you are now complaining about the separable 
costs-remaining benefits method being frozen today. 

Of course, the Federal Power Commission, as you are aware, also 
opposes the incremental method. Is that not correct? 

Mr. Roptnson. Yes, sir. 

Mr. Cramer. The Department of the Interior submitted a state- 
ment to this committee last year, when it was considering this bill, 
to the effect that “this method was not equitable.” 

They go on to say: We believe that the allocation of only incremental costs 
to power would not be an equitable basis for the allocation of costs. 

Is that correct ? 

Mr. Rogrnson. Yes, sir. 

Mr. Cramer. Then the Comptroller General expressed his oppo- 
sition and said in part: 

We would like to point out that this method of allocation of construction 
costs will generally result in placing the burden of the cost of joint facilities 


(such as a dam, reservoir, general buildings, grounds, and shops) on all features 
of a multiple-purpose project except power. 


That is, he is referring to the incremental method. 


This will, in effect, increase the amount of the joint costs to be allocated to 
nonreimbursable purposes such as flood control and navigation and thus increase 
the Government expense. 

He means, of course, the reimbursable phases, such as power, would 
be likewise decreased. The result of that is, is it not, that it would 
impose a greater cost. on the taxpayer or the Federal Government? 

Mr. Rogrnson. I think it would result in each purpose of the project 
picking up its equitable costs. It surely might result in some cases 
in a portion of the project cost now being allocated to power being 
allocated to some other purpose. 


in 
cos 

It 
bei 
ag 
alt 
me 

to 
Co 
mi 
th 
CO! 
| 
m: 
th 
ba 
if 
co 
Wi 
in 
ad 
Wi 
fo 
m 
ne 
of 
al 
CO 
pl 
an 

of 
of 
m 
m 
pi 
al 

w 
to 
li 


DEVELOPMENT OF WATER RESOURCES 189 


The question, as I say, is a basic policy question. The Congress 
in such projects as it has authorized, based on a particular method of 
cost. allocation, has generally concurred with the incremental method. 
It did it at Norfolk and Denison, and with all but three of the Cum- 
berland River projects. This agreement between the administrative 
agencies to use the separable costs-remaining benefits method and the 
alternative justifiable expenditure method and the use of facilities 
method did not arise until 1954. At that time a formal agreement 
to this effect was adopted by the Federal Power Commission, by the 
Corps of Engineers, and by the Department of the Interior. 

So that there is no question but that each and every one of the ad- 
ministrative agencies, as they are presently staffed, goes along with 
these three methods which charge a high percentage of the project 
cost to power. 

As I said, there are instances when this is justified and when power 
may be a principal purpose. But what we are trying to do is to get 
the Corps of Engineers to look at the project first to see if it is not 
basically a flood control project, or basically a navigation, or basically 
a reclamation project, in the case of the Bureau of Reclamation, and, 
if so, then only to charge to the power the incremental portion of its 
cost. 

The fact that the Congress did yield in the flood control bill to the 
wishes of the administration and struck from that bill these projects 
in Oklahoma will give you some indication of the dedication of the 
administration to this principle of i large portions of the 
project cost to power, and to the extent to which the administration 
will go in supporting its advocacy of this point. 

That is why we have to go so far and put in a statutory standard 
for the incremental method in here, in order to get it consid: 

Mr. Cramer. The other effect, of course, of using the incremental 
method would be, would it not, or the result is, some of the projects 
not now feasible for power purposes would become feasible as a result 
of decreasing the cost factor under the benefit-cost ratio? 

Mr. Roprnson. Yes, sir. I think that is true and I think it would 
also follow from other portions of the bill which liberalize the benefit- 
cost ratio calculations. 

Mr. Cramer. General Itschner, when he testified on this particular 
phase of it, also said : 

It seems to us that it would be most unfair to the Nation’s taxpayers— 
and it is the taxpayers who pay for the reservoirs which make the production 
of the power possible—if those who use the power do not pay a fair share 
of this joint cost. 

I presume you are familiar with that statement as well ? 

Mr. Roprnson. Yes, sir. What is a fair share is again a policy 
matter. I will say again that General Itschner is bound by the agree- 
ment of March 12, 1954, between the agencies involved to support. 
push, advocate, and compel the use of these three methods. 

Mr. Cramer. Would not the effect also be this: Of course, there 
are numerous other controversial phases so far as the bill is concerned, 
which I am sure you realize as well, and most of which you didn't 
touch upon, but just briefly you suggest a few of them on page 2, 
lines 6 to 10 of the bill itself, where it provides, 


The river basins shall be deemed a single resource. 
45152—60-—pt. 2 
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That, of course, carries with it the implication first that such plans, 
if they are to be in a river basin on a single resource basis, should 
be developed so as not to preclude the licensing of projects by the 
Federal Power Commission unless their development by the Federal 
Government has already been authorized by law. 

In other words, the Federal Power Commission is pretty much 
being taken out of the picture. 

Secondly, the language might be construed as a blanket authoriza- 
tion for the plans for all river basins. That is another objection. 

Further, of course, the Corps of Engineers and the Executive do 
not object to basinwide planning so far as planning purposes are 
concerned, but is it not true that they do object to basinwide con- 
sideration so far as cost allocation is concerned? That is where 
the difference of opinion lies with respect to that particular basin- 
wide planning. 

The administration agrees it is good, and I think it is good. I 
am sure the members of this committee feel it is good to have basin- 
wide planning, but when it comes to cost allocation for a specific 
project and a specific hydroelectric power dam, and the question 
as to whether power should be included as one of the multiple pur- 
poses, then the administration takes the position in that instance that 
that dam project should stand on its own two feet financially. 

Is that not where the difference of opinion lies in that regard? 

Mr. Roprnson. Yes, sir. I do not think there is any basic dis- 
agreement. I do not think we intend, or that anyone intends b 
this bill to pass through Congress a blanket authorization of all 
projects. I think that would be a pretty strained construction of 
the bill. I think we are in agreement that basinwide planning should 
be adopted. Now, as to whether each project should stand on its 
own two feet or not, this is the nub of the controversy you raised. 

One section of the bill provides that where the overall basinwide 
development is undertaken or planned and certain features of that 
basin, or certain developments, or certain dams, do not meet the 
feasibility test of a 1 to 1 benefit-cost ratio, that such units or fea- 
tures may be nonetheless undertaken if they do not reduce below 
unity the entire project. That is a controversial aspect of it. 

I would like to call your attention to the fact that that is permis- 
sive only. It does not require the inclusion of such projects. It is 
not a mandate that they be included. 

I recall that General Itschner last year objected to this portion of 
the bill, and the year before General Person objected to it. The only 
thing I can conclude, in view of the fact that it is a permissive pro- 
vision, is that the Corps of Engineers is afraid that pressure will be 
brought to bear on it for certain projects which it deems uneconomic, 
and that it will be in a poor position to refuse to report such projects. 

That, in my opinion, is not a major controversy in the bill. I think 
it could be reconciled in view of the fact that it is permissive only. 
I think it is largely declaratory of existing law. I think such a thing 
could be reported at the present time, but I doubt it would be au- 
thorized by Congress. 

Mr. Cramer. Secondly, we have some additional and somewhat 
controversial provisions, such as the definition in section 4 of secondary 
benefits, and also of a tangible benefit. I think you know the position 
of the administration on that. 
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Whenever appropriate, estimates of benefits and reduced costs shall 
be expressed in monetary terms. That too is where a difference of 
opinion exists. 

Also, the expression in section 4(7), and the definition of the term 
“project costs,” which is defined as meaning the monetary costs of 
goods and services used for the establishment, maintenance, and 
operation of a project. That, of course, gets into your controversial 
question of taxes forgone, does it not? 

Mr. Ropinson. Yes, sir. 

Mr. Cramer. That is where that question comes in. 

Mr. Rosrnson. In our opinion there is no justification whatever for 
taxes forgone. We think it is a purely arbitrary way of making the 

wer features of a particular project appear less attractive than 
they actually are when built by the Federal Government. 

What that does, in effect, is that if you build a Federal hydro- 
electric power project here you must charge against the project as 
annual costs the amount of taxes that might be paid were a private 
plant built in the same place, without regard to whether such a 

rivate plant would ever be built, and without regard to the tremen- 
ons growth in the tax base which nearly always takes place when a 
major Federal project is built. é; 

If you can justify taxes forgone, then you can justify adding to 
the benefit side of the ledger the increased tax base which is created 
by the project. 

My guess is that the increased tax base would more than offset the 
taxes forgone. I think if that provision could be put into the bill 
we would accept taxes forgone as it would be counterbalanced by the 
other side of the picture. 

I don’t think that there is a real problem there, but I think the 
arbitrary imposition of taxes foregone by the administrative agencies 
under the Bureau of the Budget’s Circular A-47 is without justifica- 
tion. It just does not make sense to us. 

Mr. Scuerer. Mr. Chairman, will the gentleman from Florida 
yield for a question ? 

Mr. Cramer. Yes. 

Mr. Scuerer. Do I understand, Mr. Cramer, from the questions 
that you have been asking that if this legislation is adopted one of 
the ultimate results will be that power rates from public power proj- 
ects will be reduced, and that the Government in many instances, or 
the taxpayer, will then be compelled to make up the difference ? 

Mr. Cramer. That is my understanding of it. 

Mr. Scuerer. Is that the ultimate result ? 

Mr. Cramer. I do not think there is any question about it, but I 
would like to have Mr. Robinson say it. 

Mr. Scuerer. Is that not the real purpose of this bill? 

Mr. Cramer. I would construe it as such—to increase the Federal 
articipation in the project and to make economically feasible power 
eatures in projects which are not now feasible. 

Mr. Will the gentleman yield 

Mr. Cramer. Yes. 

Mr. Snrru. In relation to that question I think you might say a 

more basic purpose of the bill is to make possible some power projects. 
There is not any question of there being increased cost, but the purpose 
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of the bill is to make possible some projects which otherwise could 
not exist. There is no question of it. 

Mr. Cramer. I agree with the gentleman. Projects which are not 
now determined under present formulas to be economically feasible 
under the benefit-cost ratio applying to them. 

I would like to ask the gentleman, does the gentleman, Mr. Robin- 
son, not agree that that would be the result ¢ 

Mr. Roprnson. It might be in some cases. Yes, sir. But let me 
say this: I more fully agree with Mr. Smith that these projects are 
going to have to be built. I think there is no question about it. Every 
day you read in the paper about water supply shortages in Chicago, 
and water supply shortages in Fairfax County right now. There is 
simply not going to be enough water to go around. One of the major 
purposes of these projects if they are built is going to be water con- 
servation. There is no question about it. 

Projects are going to be built, and if hydroelectric power can be 
put into such projects, then we believe it should be put in, and as one 
of the benefits envisioned. 

Mr. Cramer. You are making, I suggest, a magnificent argument 
for the inclusion of hydroelectric power or water conservation phases 
as a portion of the proper cost allocation under the separable costs- 
remaining benefits formula as proposed by the administration. I 
admit that power is one separable aspect, but that it obviously benefits 
from the other portions of the facility which deal with water con- 
servation, which we all admit is necessary. 

Mr. Rosrnson. I do not quarrel with you at all, Mr. Cramer, and 
I have said repeatedly that there are many, many projects, where the 
incremental method is not appropriate. But in order to get it con- 
sidered at all by the administration, where it is appropriate, we must 
include it, I think, in a statutory formula this way, or else it will 
simply not be looked at. 

Mr. Cramer. I understand your position. Just to clarify further 
the question of taxes forgone now. I understand your position con- 
cerning that, but the views of the agencies in justifying their position 
are as follows—and I would like your comment on them: 


Section 4(7) does not include an allocation of taxes foregone or for in lieu 
tax payment as an economic cost of the project. Yet— 


and this is the basis of our disagreement— 


Yet section 7(3)(A) specifies such costs shall be included in the alternative 
cost measurement of electric power facilities. 

In other words, other facilities where you are determining what 
alternative private facilities are available for taxes forgone, those 
taxes should be included, but in the Federal power end of it it should 
not be included as a public power project. 

Isn’t that the difference of opinion on the matter, Mr. Robinson / 

Mr. Rosrnson. Yes, sir. It seems entirely reasonable that if you 
are looking at a privately constructed project you will include taxes 
that rami normally be paid by such a project. If you are looking 
at a Federal project it would not be, because the Federal Government 
does not pay any taxes to itself, at least under the present law. 

Mr. Cramer. I understand, but their position is in order to get a 
fair comparison between the private enterprise project and the public 
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project, that the fair way to do it is to include taxes in both. Isn’t 
that their position 

Mr. Ropsrnson. That is their position, but it seems entirely un- 
realistic to me. 

Mr. Scuerer. Who is going to pay all of these taxes to keep this 
Government machine running ¢ 

Mr. Rosinson. Then I say you must equally, as I said before, look 
at. the taxes that will be paid, or the increment of taxes that will be 
paid by the area when the Federal project is built. This they have 
so far refused to do. 

Mr. Scuerer. You will have some increment in taxes if the project 
is built by private enterprise too. 

Mr. Yes,sir. You might. 

Mr. Scuerer. You might? You would. 

Mr. Rosinson. That is true if a multiple-purpose project is built, 
but I know offhand of only one Reese, sap say project that has 
ever been undertaken by an investor-owned utility company, because 
of the fact that flood control, and navigation, and recreation, are not 
features which yield revenue, and the company would not be justified 
to its security holders in providing for such features. 

Mr. Cramer. I want to touch briefly on one other aspect of the bill, 
that is, with regard to depreciation for the life of the project as pro- 
posed in the bill at 100 years, and as recommended by the agencies in 
existing policy at 50 years. That is also a rather controversial ques- 
tion when it comes to the writeoff period involved, is it not / 

Mr. Ropinson. I don’t think so, really, Mr. Cramér. I think 
General Itschner testified last year he had no objection to this portion 
of the bill, as I recall it, in view of the fact that 

Mr. Cramer. On that point, his testimony was to the effect that he 
felt a 50-year period was proper for it other than for the equipment. 

Mr. Roprnson. Yes, sir. 

Mr. Cramer. And that a 100-year period might be reasonable for 
the other aspects of the power phase. But he said as to equipment, 
50 years was certainly a long enough and reasonable period. Is that 
not his testimony ¢ 

Mr. Roptnson. I believe he did specify that the equipment should 
be amortized in a shorter period, and i would go along with that 
certainly, but I would say by contrast, the life of a concrete structure 
is much in excess of 100 years. Some administrative officers, such as 
Mr. Wright, the Administrator of the Southwestern Power Admin- 
istration, testified it is 305 years. 

If you are going to weigh one side of this amortization on the short 
side, let’s say if you are going to cut your generators and transform- 
ers and insulators and switching equipment and structural equipment 
back to 40 or 45 years, or whatever you want to, then I think that the 
tremendous bulk of the expense which is invested in the concrete 
structure itself perhaps might be extended, so that your weighted 
Pay aut period might not be much less than 100 years. 

Mr. Cramer. The result of increasing that period would be the 
reimbursement period to the Federal Government, or the amount of 
money reimbursed over that period would be that much less and the 
pies ment would take that much longer. Is that not correct ? 

Mr. Ropinson. Yes. Repayment would unquestionably take longer. 
There is no question about that. 
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Mr. Cramer. So that the total effect of the bill proposed and your 
position as suggested by the gentleman from Ohio 1s, that the Federal 
taxpayers would have good money invested for a longer period of 
time and more on a nonreimbursable basis less of the cost of the proj- 
ect would be allocated to the power phases of the project. Isn't that 
the total sum effect of the proposals being made ? 

_ Mr. Rosryson. I think that would be the effect in some cases. Yes, 
sir. 

Mr. Cramer. That is all I have. 

Mr. Epmonpson. Will the gentleman yield ? 

Mr. Cramer. Yes. 

Mr. Epmonpson. It would have the effect also of making it possible 
to construct a number of projects that would give benefits and pay 
benefits to the taxpayers which are not feasible under existing formu- 
las. Is that not correct? 

Mr. Rostnson. Yes, sir. I think there is an old saying to the effect 
that to make money you have to invest money. If investing money 
over a long-term period in the future of America is bad, then this 
bill is bad. 

Mr. Epmonpson. In other words, we increase our quantity in return 
of benefits to the country under this bill, even though we might stretch 
out the pay-out period on some projects ¢ 

Mr. Ropsrnson. Yes, sir. 

I would like to point out, if you look at the 1961 bugdet, which 
comes to about $80 billion, I think you will find roughly 57 percent of 
that is invested for immediate national defense, like tanks, submar- 
ines, and fighter aircraft, and things which are absolutely essential 
to our immediate security. We can’t do without them. But that is 
a tremendous price to pay for machines of destruction when you look 
at the budget and also see about 214 percent of it is for developing 
the resources on which our long-range strength depends just as heck 
as our short-range strength depends on these machines of destruction. 

Mr. Cramer. No one disagrees with the basic approach, I will say 
to the gentleman from Oklahoma and the witness, as to investment 
in the future of this country. Many billions of dollars have perha 
been properly put into these types of projects, but there should 
some standards established, based upon which all projects can be 
judged fairly. We must have a way of determining whether or not 
an adequate return for a project can result from the taxpayers’ invest- 
ment. It is a question of whether it is good or bad ‘ead to go 
into a given project. 

Certainly somebody has to make that determination and it has to be 
made on a reasonable basis. 

Mr. Rosrnson. It has to be on a reasonable basis, yes, but let me 
also repeat what I said in the last of my prepared statement, that as 
the need for water resource development presses on us as, our popu- 
lation increases by 60 million people in the next 15 years, it may well 
be we are going to have to consider as feasible and justified and rea- 
sonable some procedures which we have not so considered before. 

I don’t say that in connection with hydroelectric power, but I think 
as the need for these developments increases their marginal utility 
is going to increase, and we may have to pay a higher price for some 
of them. 
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Mr. Cramer. If this were the only method of generating power, 
your approach to it, that is, and the approach of the executive branch 
and the Army Engineers would be somewhat different, I assume, that 
would be one thing, but there are other methods of generating power 
and I think that enters into the picture as well. We have steam 

neration, and so forth. We cannot ignore that fact in deciding 
whether a hydroelectric powerplant should be built, or a steam-gen- 
erating plant should be built. We cannot ignore those comparable 
cost factors, can we ? 

Mr. Ropinson. No, sir. Each type of plant is adapted to a partic- 
ular purpose. A hydroplant is best used for peaking and steam for 
baseload. A hydroplant is used for peaking purposes. Where peak- 
ing power is desirable the best way to supply it 1s with a hydroplant 
and vice versa. 

Mr. Cramer. That is all. 

Mr. Scuerer. Mr. Chairman. 

Mr. Davis. Mr. Scherer. 

Mr. Scuerer. You are representing the cooperatives and your basic 
interest is in power, is it not ¢ 

Mr. Ropinson. Yes, sir. That is absolutely correct. 

Mr. Scuerer. And your basic interest is in getting power rates for 
your cooperatives at as cheap a rate as possible / 

Mr. Rosinson. We would like to have it at a fair rate. 

Mr. Scuerer. But would you not like to have it as cheap or as low 
as you can possibly get it? Any good businessman would. 

Mr. Rosrnson. I do not know whether any good businessman 
would want to put his hands in the pocket of the Federal Treasury 
or not. 

Mr. Scuerer. That is what we are talking about doing here. That 
is what we think this bill is doing, or some of us think so. 

Mr. Rogrnson. I think not, sir. I think we are asking for equi- 
table treatment. When you take a project and load a big slice of 
costs onto the hydroelectric power, where the project is basically flood 
ci navigation, or something else, we do not think that it is 

uitable. 
ovr. Cramer. But the power project could not exist without some- 
of the other phases of the project. Is that right ? 

Mr. Rosrnson. That is true, and they probably wouldn't. 

Mr. Cramer. Then the question is, shouldn’t they bear some portion 
of the cost of the project. That is the issue. 

_Mr. Roninson. That is the issue as to those cost allocations. Yes, 
sir. 

Mr. Mumma. May I ask some questions ? 

Mr. Davis. Mr. Mumma. , 

Mr. Mumma. You mentioned a fair rate. Would the REA’s be 
willing to pay a fair rate for the money that the Government loans. 
them? I notice every time the question comes up it is bucked pretty 
hard, and usually pretty successfully. 

Mr. Roprnson. You are asking me, Mr. Mumma, now ? 

Mr. Mumma. You are talking about being fair. 

Mr. Rosrnson. That is right. 

Mr. Mumma. Do you think you are fair with the people in the rest 
of the country when you continually borrow money from the Federal 
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Government at 2 percent, when they pay a lot more than that, and 
pretty near double that for it / 

Mr. Roprnson. Well, we think we are. Yes, sir. 

Mr. Mumna. That is good. 

Mr. Rostnson. 1 am not an expert on interest rates. 

Mr. Lam not either. 

Mr. Rosinson. In the first place, that interest rate was set by 
Congress. 

Mr. Mumma. That is right. 

Mr. Ropsinson. And it was set in contemplation of the fact that the 
electric cooperatives served perhaps two to three customers per mile 
ona national basis. 

Mr. Mumma. Do you think it should be increased now? Let us 
say that was in the evolutionary period. Now that period has suc- 
cessfully passed and you are supplying power to industry, and any 
customer you can get. I believe that you should pay what the other 
people have to pay for the money, and what the Government has to 
pay. 
My, Scorer. Mr. Mumma, they are interested in getting interest 
rates as low as possible and, as I said, they are interested in getting 
power rates as low as possible. Uf [ were in a cooperative and were 
representing them I would be interested in it too. 

My, Bat shen come, by reason of those cheap power 
rates, and take an industry away from your State, like they have 
(tone yn Pennsylvania and New England, you have a diVerent view- 
pomt on it. 

Mr. Scuerer. ‘Yhat is what} am saying. It is our duty to see that 
the people get a tair break. I do not blame them, but it does not 
mean we have to go along with these public power advocates. 

Mr, Epvmonpvson. The gentleman is aware we still have 200,000 
farms in America that have not yet received electrical service. 

Mr. Mumma. At the rate they are paying for the service they will 
get it pretty quick. 

Mr. Epmonpson. The congressional policy up to now has been to 
continue a low rate of interest until we get that power to all of the 
farms in America. Right now the big margin of advantage we enjoy 
over the Soviet Union in agricultural production is traceable in very 
large part to that. 

Mr. Mumma. We have too much agricultural production by the 
looks of the storage bins. 

Mr. Epmonpson. I personally regard that as an asset. I know a 
lot of people regard it as a liability, but I do not. 

Mr. Smrru. Would you favor reducing the expense by putting the 
farmers out of business ? 

Mr. Mumma. No. I wish they could do it in some other way. 

Mr. Suirun. In other words, you wish it some other way, but this 
would be the simplest way. 

Mr. Mum™a. i asked the Secretary of Agriculture to make artifi- 
cial rubber out of some of that wheat, but they say it costs too much. 
However, in the meantime we are paying a million dollars a day for 
10 years for storage. 

Mr. Cramer. Of course, the question of interest rates also comes 
up in this bill, does it not ? 
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Mr. Ropinson. Yes, sir. 

Mr. Cramer. On page 10, line 3, there is the question of the period 
of time. Fifteen years is proposed in the bill as the base period in 
determining what the interest rates should be. 

Mr. Ropinson. Yes, sir. 

Mr. Cramer. The administration wants the previous preceding 
year’s interest rates paid on Government obligations to be the test. 
So the mterest question is involved as far as this bill is concerned. 

Mr. Ropinson. That is correct, Mr. Cramer. I believe that the 
administration would prefer that the mterest rate applicable to these 
projects be based on the previous year. We are well aware that in- 
terest rates have increased during the past several years rather sub- 
stantially and progressively. 

That position in the administration, of course, again has the effect 
of charging against the project a high rate of interest cost. This bill 
would establish a rate of interest calculated by averaging out the 
marketable securities of the United States over the prior 15-year 
period. 

Mr. Cramer. You mean it would have the effect of making it a 
lower interest rate 7 

Mr. Rortnson. It would at the present time, but in all good con- 
science I cannot see any better [ustification for basing the interest 
rate applicable to a particular project on the interest rate that hap- 
pens to be in force for any one year, than [ can see in basing it on a 
15-year average. I really don’t see any more justification for one 
than the other, unless you ave trying to increase the interest rates. 

Mr. Cramer. On the point raised by the gentleman from Okjaho- 
wma, we ave agreement Chat the objective and purpose 
of the REA’s was to make power available to farm communities 
where private enterprise was unwilling and unable to do it. In 
accomplishing that goal I for one am wholeheartedly in support of 
the program, but when it goes beyond that and where it has prefer- 
ential treatment involved in so many areas, and where, as I under- 
stand it, in one instance they built a large building with 2 percent 
Federal money and have turned right around and rented it its to 
the Federal Government at premium rates, that seems to me to be a 
little bit taking advantage of the American taxpayer. 

Those are some of the activities which I think perhaps brings the 
REA into an area of criticism. 

Mr. Roprnson. I assume you are now referring to our national 
headquarters building. I cannot think of any other building you 
could be referring to. 

That was certainly not built with 2 percent money. At least we 
are paying more than 2 percent for it. 

Mr. EpmMonpson. Mr. Chairman. 

Mr. Davis. Mr. Edmondson. 

Mr. Epmonpson. I think that the gentleman has made a splendid 
explanation of the bill that is urgently needed at this time, and will 
be even more urgently needed during the next 2 years if we are to 
have a program that meets the expanding needs of our people. 

I would like to ask if the gentleman is familiar with the policies 
now being carried out on cost allocations in some of these Southwest- 
ern projects, such as Bull Shoals? 
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Mr. Rosrnson. Of course, sir, I know that the original calculations 
by which the Southwestern Power Administration estimated its rates 
based on 100-year payout and upon the incremental method of cost 
allocation, in many cases have been changed to a system under which 
the rate is now calculated on a 50-year payout and on the separable 

-costs-remaining benefits method. This,of course has raised the 
amount of the project cost allocated to power very substantially as 
to multiple-purpose projects in the Southwest. 

Mr. Epmonpson. Bo that the administration today is retroactivel 
engaged in policies with regard to cost allocations that are very ad- 
versely affecting the rate structures and the power costs for the people 
in the areas of these projects. Is that correct ¢ 

Mr. Rogsrnson. Yes, sir. The Southwestern Power Administration 
has had to raise its rate 27 percent. Inthe Missouri Basin the Depart- 

ment of the Interior restudied its projects there and doubled the cost 
allocated to power there from 30 percent to 60 percent. 

Mr. Epmonpson. Is the gentleman aware of any legislative action 
with regard to this? Was there any law passed by Congress that 
gave them the authority to do this? 

Mr. Rogsryson. I am not aware of any, Mr. Edmondson. That is 
the purpose of H.R. 8, the Trimble bill, to try to take from the field 

of administrative discretion a substantial portion of this Federal 
water resource policy and put it in statutory form, so everybody will 
know what is going to happen, and so that the Congress will retain 
control over it. 

Mr. Epmonpson. Mr. Chairman, I note the presence in the room 
-of Mr. Douglas Wright, who is the Administrator for the South- 
western Power Administration, and who might be able to shed some 
additional light on these questions. I would like to ask permission, 
when we have completed the schedule of witnesses, that we hear from 
Mr. Wright on the direct effects on the Southwestern Power Admini- 
-strations policies and services of this retroactive procedure of the 
Administration at this time. 

Mr. Davis. All right. 

Mr. Epmonpson. Thank you. No further questions. 

Mr. Scuerer. I just want to make this observation before we close 
with this witness. I would like to see the Southwest area, and all 
areas of this country, prosper, but I am like the gentleman from 
Pennsylvania. I have some towns up in Ohio that I do not want 
to become depressed areas because the factories move out and go to 
certain areas where they can get cheaper power that is subsidized by 
the Government. This bill provides another form of subsidy. 

Mr. Cramer. So that the record might be clear, I would like to ask 
the consent of the committee to place in the record, following the 
remarks of the gentleman—and, incidentally, I want to express m 
appreciation for this very knowledgeable discussion of this very diffi- 
cult subject—I want to place in the record an analysis of the 
administration’s position and the agencies’ reports. 

Mr. Davis. Without objection, it will be made a part of the record. 
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(The dovuments referred to are as follows :) 


STATEMENT OF Mag. GEN. E. C. ITscHNER, CHIEF OF ENGINEERS 


Mr. Chairman and members of the committee, I am here in compliance with 
‘your request for an expression of the views of the Department of the Army and 
Gorps of Engineers on H.R. 8. 

Although the official views of the Department of the Army on this bill have 
not been requested by your committee, I am able to give you our views con- 
cerning it on the basis of positions that have been taken previously on similar 

roposals. 

. T should say at the outset that the Department of the Army and Corps of 
Engineers have always supported legislation designed to further sound water 
resources development and to obtain more uniform procedures for planning and 
accomplishment of this important work. There is much in this bill which 
would contribute to those objectives. We fully support the concepts of water 
resources development on a multiple-purpose basis by river basins that are set 
forth as policy in the bill. We also agree with the idea of comprehensive de- 
velopment under which all purposes and problems would be given appropriate 
consideration. 

I regret, however, that we cannot support this bill in its entirety, because it 
contains a few features which we believe are not in accord with sound project 
formulation and economics, and are contrary to good public policy. I believe 
that it is my responsibility to call these features to the attention of this 
committee. 

A major departure of this kind is the provision of subsection (c) of section 
5. This provision would permit the inclusion of uneconomic projects, units, 
facilities, or features in a comprehensive basin plan, so long as the benefits 
of the entire basin plan are not less than its cost. This means that poor proj- 
ects would be carried by good projects. Thus, wealth-producing projects would 
be consumed by the projects which cost more than they return. It seems 
obvious that the Nation would be unwise to build one project to increase its 
wealth and then build another, uneconomic project to assure that this wealth is 
wasted. Hence, I feel that this provision of H.R. 8 should be eliminated. 

Another provision of the bill which conflicts with generally accepted ideas of 
good publie policy is found in subsection (3) of section 6. Under this pro- 
vision the only part of the cost of a multiple-purpose project which could be 
allocated to power would be the cost of adding power to a project incorporating 
all purposes except power; that is, only the incremental cost could be allocated 
to power. The effect of this provision would be to relieve one purpose—power— 
of the necessity of paying for its share of that part of the reservoir which 
serves more than one purpose. It is an accepted principle of cost allocation 
that each purpose should bear its fair share of the cost of a multiple-purpose 
project to avoid subsidizing one purpose at the expense of another. It seems to 
us that it would be most unfair to the Nation’s taxpayers—and it is the tax- 
payers who pay for the reservoirs which make the production of the power 
possible—if those who use the power do not pay a fair share of this joint cost. 
We feel compelled, therefore, to recommend that in the allocation of costs, power 
be treated in the same way as other purposes of multiple-purpose projects. 

A further feature of H.R. 8 which seems undesirable is that provision of 
subsection (b) of section 5 which would make it impossible for a reporting 
official to give the Congress the benefit of his judgment by requiring him to 
recommend the authorization of any project producing benefits in excess of 
costs. We suggest that the Congress needs to know what the reporting official 
really thinks about a project. To bar his advice by law would, to say the least, 
be making inefficient use of a public servant. There are instances where other 
than economic characteristics of an undertaking should be considered in judging 
its worth to the Nation. 

We have one further suggestion to make: Subsection (b) of section 8 provides 
that interim rates to be charged for power should not exceed 5 percentum of 
the Federal investment in the powerhouse and other power equipment. In 
other words, the rate would be based upon the “specific” costs chargeable to 
power. If the procedure of establishing an interim rate should be adopted it 
would be better to set the rate at 5 percentum of the “separable” power cost. 
The separable cost is the cost of adding power to the project, including the cost 
of any increase in the size of the reservoir made necessary by the inclusion 
of power. This is, of course, the same as the incremental cost of power. 
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In concluding my statement, I should like to call to your attention that those 
features of H.R. 8 which we have been forced to question are in conflict with 
the recommendations resulting from a number of comprehensive and intensive 
studies of water problems and policies. These include the 1941 recommenda- 
tions of the Water Resources Committee established by the National Resources 
Planning Board, the 1950 recommendations of the President’s Water Resources 
Policy Commission, the recommendations made by the second Hoover Comuis- 
sion in 1955, and the recommendations of the Presidential Advisory Committee 
on Water Resources Policy as set out in the report submitted to the Congress 
by President Eisenhower on January 17, 1956. The latter report is still before 
the Congress. 

The opportunity afforded me to express these views is greatly appreciated, 
and I hope that they may prove of some value to the committee. 

Thank you. 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington. 
Hon. CHARLES A. BUCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to an informal request by 
Mr. Joseph R. Brennan of your committee staff for the views of this Department 
on H.R. 8, to promote and to establish policy and procedure for the development 
of water resources of lakes, rivers, and streams. 

The only provision of the proposed legislation that is of primary interest 
to this Department is the third sentence of section S(a) of the bill, which 
would establish the interest rate to be applied to the investment allocated to 
electric power. In order to clarify the interest rate formula and to make it 
conform with Treasury policy in such matters, it is suggested that the sentence 
be amended as follows: 

“The rate of interest shall be equal to the average rate of interest as determ- 
ined by the Secretary of the Treasury by calculating the average yield to matur- 
ity on the basis of daily closing market bid quotations during the month of 
June preceding the fiscal year in which funds are first appropriated for the 
construction or modi ication of such features or facilities on all interest-bearing 
marketable public debt obligations of the United States having a maturity 
date of fifteen or more years from the first day of such month of June: except 
that where such average rate is not a multiple of one-eighth of 1 percentum, 
such rate of interest shall be the multiple of one-eighth of 1 percentum nearest 
such average rate.” 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 


LAURENCE B. Roppins, 
Assistant Secretary of the Treasury. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, August 12, 1959, 
Hon. A. BUCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in response to your request for a report 
on H.R. 8, a bill to promote and to establish policy and procedure for the de- 
velopment of water resources of lakes, rives, and streams. 

The bill would establish a national water resources development policy for 
lakes, rivers, and streams, and provide criteria for the evaluation of all benefits 
and allocation of costs for their development on a multiple-purpose basis. 

The major interest of this Department in water resources planning and de- 
velopment is in maintaining water quality necessary for all legitimate uses. 
Our work in this field is carried on in close cooperation with State, interstate, 
and Federal agencies having water resources responsibilities, and this Depart- 
ment is a member of various interagency committees established to coordinate 
work in this field. 
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This Department favors the establishment of a national policy on water re- 
sources development including a requirement for integrated and cooperative 
multiple-purpose planning in order to achieve the maximum sustained useful- 
ness of developments. This position guided our endorsement of S. 4021 which 
became Public Law 85-850. 

The bill under consideration establishes criteria for the evaluation of all 
benefits and allocation of costs in the development of a river basin, which the 
pill requires shall be deemed a single resource and shall constitute the basis for 
the development, utilization, and conservation of water resources by the United 
States. In this regard, it apparently implements in part the 1955 recommend- 
ations of the President’s Advisory Committee on Water Resources Policy. 

With regard to the specific criteria proposed in the bill, we defer to the views 
of the other agencies concerned in water resources development construction. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
nission of this report to your committee. 

Sincerely yours, 
(s) Arruur Fremmine, Secretary. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., July 20, 1959. 
Hon. CHARLES A, BUCKLEY, 
Chairman, Committee on Public Works 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: This letter is in response to the informal request 
of July 9, 1959, to Mr. Carl H. Schwartz, Jr., from Mr. Joseph Brennan of your 
committee staff for the views of the Bureau of the Budget on H.R. 8, a bill to 
promote and to establish policy and procedure for the development of water re- 
sources of lakes, rivers, and streams. 

The Bureau of the Budget is in accord with the purpose of H.R. 8, which is 
stated in section 2 as being to establish a sound national water-resources policy 
generally applicable to the development, utilization, and conservation of water 
resources by the United States. In our opinion, however, a number of the 
provisions of the bill would be detrimental to the achievement of this objective. 
Our major objections are discussed below. 

1. Section 5(b) would establish a policy that when total benefits—primary 
and secondary, tangible and intangible—are determined to exceed the total 
costs of a unit or project, a favorable recommendation for authorization shall 
be made by the agency making the study. We belive that the comparison of 
benefits and costs should be calculated on the basis of primary benefits, with 
secondary benefits and intangible values separately appraised and discussed. 

It is generally agreed that the expenditures of funds, Federal or non-Federal, 
for all sound investment purposes will produce about the same degree of second- 
ary benefits in the general economy. The decision to devote funds to a par- 
ticular project, of course, means that other investments cannot be made and 
that other secondary benefits are thereby foregone. For this reason we be- 
lieve that in most cases secondary benefits of a project do not represent a net 
addition to national values because they are offset by the other secondary ben- 
efits that are not being created. We recognize, however, that in special cir- 
cumstances the existence of secondary benefits and intangible values would 
warrant favorable consideration of a project, even though the primary benefits 
are less than its costs. 

In this connection, we believe that the benefit-cost comparison is only one of 
the considerations applicable to a proposed project. Not only must the degree 
of local support for a project be taken into account, but careful judgement must 
be exercised as to the overall needs for water resources development, the 
national and regional economic effects of the project, and the relative urgency 
of needs for other programs of the Federal Government in order to reach a 
sound decision on whether or not to recommend authorization of a project. 
Such matters are not taken into account by the simple comparison of benefits 
and costs proposed in H.R. 8 as the mandatory basis of agency recommendation 
for project authorization. 

2. Section 5(c¢) provides that any unit, facility, or feature whose costs will 
exceed its benefits may be included in a project if the total costs of the project 
are not thereby raised above the total benefits. The use of funds for such 
features is clearly uneconomic, since the funds could otherwise be more soundly 
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devoted to projects that would return benefits in excess of their costs. We 
believe that uneconomic features should not be added to projects unless justified 
by compelling intangible benefits. 

3. Section 6(3) provides that the costs allocated to electric power features or 
facilities shall be limited to their separable costs. We believe that the major 
purposes of a multiple-purpose project should share equitably in the savings 
which result from combining several such purposes in a project. We believe 
that the procedure prescribed in H.R. 8 is unsound because it is inconsistent 
with this principle. While the separable-cost method may be justified in certain 
instances, we do not believe it to be an acceptable uniform procedure. 

4. Section 4(7) does not include an allowance for taxes foregone or for in- 
lieu tax payments as an economic cost of a project, yet section 7(3) (A) speci- 
fies that such costs shall be included in the alternative-cost measurement of 
electric power benefits. We believe that in making comparisons of proposed 
Federal projects with alternative developments, taxes should be treated on a 
comparable basis. 

5. Section 8(a) provides that electric power rates shall be set to recover 
within 100 years not only the costs allocated to power (with interest) and 
operations and maintenance costs, but the costs (without interest) allocated 
to irrigation features which are beyond the repayment ability of the irrigators, 
Under present practice, all costs allocated to power are returned to the Treasury 
(with interest) in not more than 50 years. After repayment of the power 
investment, any excess power revenues are available for repayment of the 
irrigation costs which are beyond the ability of the water users to repay. We 
believe that the repayment period for reimbursable costs should not exceed 
50 years plus an additional development period of up to 10 years for irrigation. 

6. Section 8(a) would also base the interest rate for power facilities on the. 
average rate of interest borne by all marketable interest-bearing obligations. 
of the United States forming a part of the public debt and issued by the United 
States during the 15 fiscal years immediately preceding the fiscal year in which 
funds are first appropriated for construction or modification of the facilities, 
The Bureau of the Budget believes that interest costs for a project should be. 
computed on the basis of the current average market yield on long-term market- 
able obligations of the Treasury at the end of the fiscal year preceding the fiscal 
year in which construction begins. This would bring the interest payments for 
a project in line with the actual interest cost to the Treasury of the funds 
invested in the project. 

For these reasons the Bureau of the Budget recommends that H.R. 8 not be. 
enacted. 

Sincerely yours, 
(S) Putri S. HueHes, 
Assistant Director for Legislative Reference. 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., July 15, 1959. 
Hon. A. BUCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives. 

DEAR CONGRESSMAN BUCKLEY: This is in response to a telephone request from 
Mr. Joseph Brennan of your committee staff for an immediate report from this: 
Department on H.R. 8, a bill to promote and to establish policy and procedure. 
for the development of water resources of lakes, rivers, and streams. 

Since its water resource development projects do not involve power cost allo- 
cations, this Department is not directly concerned with the power cost allocation 
features of the bill. The Department’s concern is principally with principles 


involved in the economic features of other provisions of the bill and because of: 


them does not favor its enactment. 

The bill defines various terms relating to the development of water resources 
and provides that the entire basin of a river, stream, or lake or any integral part 
thereof shall be considered as a whole in formulating comprehensive develop- 
ment plans and for determining justification and making recommendations for 
authorization and appropriations for the developments proposed; that reports 
and recommendations shall show the total costs (project, secondary, and associ- 
ated) and the total benefits (tangible and intangible, primary and secondary). 
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and that when the total benefits are determined to exceed the total costs of a 
unit or project, a favorable recommendation for authorization shall be made; 
that developments recommended on that basis may include any unit, facility or: 
feature even though its costs may exceed its benefits if such inclusion will not 
reduce the total benefits below the total costs of the basin developments; that 
specified rules shall be used for the allocation of costs and benefits of navigation, 
flood control, irrigation, or multiple-purpose projects; that different specified 
rules shall be used for the allocation of costs to and the determination of rates 
to be charged for electric power; and that the provisions of the act shall not 
apply to certain projects. 

The Department believes, as provided by the bill, that entire basins of rivers,. 
streams, or lakes or integral parts thereof should be considered as a whole for 
the purpose of formulating comprehensive plans and of securing multiple-purpose 
benefits. However, the bill also provides that entire basins or integral parts 
thereof shall be considered as a whole for purposes of determining justification 
of recommended developments. In our opinion, individual units and facilities 
within a river basin that are not functionally interrelated should be separately 
evaluated so that each will be an economically justified part of a comprehensive 
overall plan for the basin. 

The bill would establish as policy that any project in which the total benefits 
(tangible and intangible, primary and secondary) exceed the total costs shall 
be recommended favorably for authorization. We recognize the local signifi- 
eance of secondary benefits. However, in our judgment secondary benefits gen- 
erally should not be considered in determining economic justification of resource 
projects because benefits in the national interest from such developments are 
difficult to measure and to relate to specific projects. 

It also would establish as policy that projects or units that are not economi- 
cally justified may be included in recommended developments to the point where 
total benefits would be just equal to total costs. Under such a policy, public 
funds would be used to construct single or interrelated groups of developments 
that by themselves could not be economically justified. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 9, 1959. 
Hon. CHARLES A. BUCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives, 
Washington, D.C. 


Dear Mr. Bucktey: There is pending before your committee H.R. 8, a bill to 
promote and to establish policy and procedure for the development of water 
resources of lakes, rivers, and streams. 

The purpose of H.R. 8 is clearly stated in section 2 as follows: “* * * it is 
the purpose of this Act to establish a sound national water-resources policy gen- 
erally applicable to the development, utilization, and conservation of water 
resources of the United States.” We are in full agreement with the desirability 
of having a sound national water-resources policy set forth for guiding the work 
of the various agencies in planning water resources development projects, but 
in our opinion the subsequent sections of the bill contain a number of provisions 
that would not contribute to such a sound national policy. 

Section 5(c) of the bill suggests that units or features of projects may be 
included even though their added costs would be greater than the added benefits 
provided total benefits would still be greater than total costs. The inclusion of 
such units or features in a project would violate the basic principle that a 
project or program should be so designed as to include those separable segments 
or increments of scale of development that will provide benefits at least equal 
to the costs of their inclusion. The inclusion of uneconomical increments in 
a project would not be in the public interest. In section 6 of the bill general 
procedures for cost allocation are set forth. These procedures would not result 
in the various purposes of a multiple-purpose project sharing equitably in the 
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savings resulting from being a part of such a project. The sharing of savings 
as an objective of cost allocation should be included in any adopted national 
water-resources policy. We believe that the allocation of only incremental 
costs to power would not be an equitable basis for the allocation of costs. 

Section 8 of the bill sets forth certain provisions for the establishment of 
rates to be charged for electric power. In our opinion, the rates charged for 
power produced by Federal projects should be determined in accordance with a 
general policy for the establishment of charges for project services. Such a 
policy statement does not appear in this bill but should be an integral part of 
any adopted national water-resources policy. In the absence of a policy state- 
ment on charges for project services, we shall not comment in detail on the 
rate-making provisions of section 8. We believe, however, that the proposed 
payout period of 100 years for power is excessive and that it should be limited 
to 50 years. 

Section 9 makes the provisions of the bill applicable to projects constructed 
prior to its enactment. As a general rule, such retroactive provisions are not 
desirable; however, the merits of including a retroactive provision in this bill 
could be judged only after it is modified with respect to project formulation, 
cost allocations, and charges for project services. 

In addition to the above suggestions it is noted that section 5(b) for all prac- 
tical purposes directs an agency to make a favorable recommendation for au- 
thorization whenever a project is found to have benefits in excess of costs. In 
our opinion such a provision in a water-resources policy act would be undesir- 
able because it would place too much reliance on the relationship between bene- 
fits and costs and would preclude the agency, or the executive branch of the 
Government, from giving consideration to other matters of possible overriding 
importance. For example if a project for which a proposed plan has been de- 
veloped was found to have no local support even though the prospective benefi- 
ciaries would be largely local, it obviously should not be recommended for 
authorization. It is to prevent situations of this type that we believe that the 
agencies of the executive branch of the Government should be free to prepare 
their recommendations based on their best judgment of all factors affecting the 
situation. 

Because of the extensive changes necessary in the bill before it could be con- 
sidered acceptable as a statement of national water resources policy, it is our 
recommendation that it not be enacted. In view of this recommendation, we 
have not commented on certain other parts of the bill which we believe would 
need to be changed to conform generally with the comments made in this report. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this report to your committee. 

Sincerely yours, 


Frep G. AANDAHL, 
Assistant Secretary of the Interior. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 8, 1959. 

Hon. A. BUCKLEY, 

Chairman, Committee on Public Works, 

House of Representatives. 


Dear Mr. CHAIRMAN: Further reference is made to your letter of February 4, 
1959, requesting our comments on H.R. 8. 

This bill would, in effect, establish policies and provide procedures and criteria 
governing the determination and allocation of costs and benefits of water res- 
ources projects under Federal jurisdiction and the determination of rates to 
be charged for electric power produced in connection therewith. The establish- 
ment of policies and the procedures and criteria to be used in allocating costs and 
benefits and in determining rates to be charged for electric power in connection 
with water resources projects are matters of policy primarily for the deter- 
mination of the Congress and, therefore, we make no recommendation concerning 
the enactment of the bill. 

We are in full agreement with the desirability of having a national water 
policy set forth by legislation to guide the various agencies concerned in planning, 
operating, and maintaining water resources development projects. We have 
consistently emphasized the need for such criteria and have on many occasions 
included comments in audit reports to the Congress on the absence of, and the 


need 
8 will 
bill f 
| Sec 
respe 
tures 
by 8 
with 
const 
to el 
of cc 
| joint 
on al 
incre 
pose: 
In tk 
costs 
| alloc 
Such 
3 joint 
purty 
| the 
para 
avai 
will 
loca 
| 
11 
7 tota 
cost 
whi 
func 
join 
: A 
the 
pur) 
| men 
| tion 
cons 
11] 
spec 
It i 
tak 
out, 
lan 
reir 
} acd 
| Gov 
pov 
| ter 
anc 
wh 
fea 
ury 
(2) 
not 
Th 
Sta 
sho 
sue 
inv 


DEVELOPMENT OF WATER RESOURCES 205 


need for, prescribing such criteria by legislation. We are of the view that H.R. 
§ will provide generally this criteria but we offer the following comments on the 
pill for your consideration. 

Section 6 provides general procedures for cost allocation to purposes. With 
respect to power features this section prescribes the rule that the cost of fea- 
tures and facilities of the project which relate to electric power shall be obtained 
by subtracting “(A) the cost of construction or modification of the project 
without features and facilities relating to electric power, from (B) the cost of 
construction or modification of the project with features and facilities relating 
to electric power.” We would like to point out that this method of allocation 
of construction costs will generally result in placing the burden of the cost of 
joint facilities (such as a dam, reservoir, general buildings, grounds, and shops) 
on all features of a multiple-purpose project except power. This will, in effect, 
increase the amount of the joint costs to be allocated to nonreimbursable pur- 
poses such as flood control and navigation and thus increase Government expense. 
In the case of projects which do not include irrigation as a purpose, allocation of 
costs as provided in the bill would, in effect, generally cause all joint costs to be 
allocated to nonreimbursable purposes such as flood control and navigation. 
Such allocations of cost will increase Government expense to the extent that 
joint costs would be otherwise allocable to power purposes. 

For example, the Southeastern Power System is comprised of 14 multiple 
purpose projects including power which are being constructed or operated by 
the Corps of Engineers. None of the 14 projects have irrigation features. Com- 
parative allocations (firm or tentative) of construction costs to purposes are 
available on 11 of the system’s 14 projects. These 11 projects when completed 
will represent a Federal investment of some $566.5 million of which only the al- 
locations of construction costs to power are considered reimbursable. At June 
30, 1958, firm and tentative cost allocations by the Corps of Engineers on these 
11 projects showed charges to power (including a share of the joint costs) 
totaling $411.4 million or 72.6 percent of the total Federal investment. All such 
cost allocations were made by the separable cost-remaining benefits method 
which is based upon a determination of the separable cost of including each 
function in a multiple-purpose project and adding thereto a share of the residual 
joint costs incurred for the several purposes in common, 

Allocations of construction costs to power for these 11 projects computed on 
the basis prescribed by H.R. 8 would result in reimbursable charges to power 
purposes amounting to $290.9 million or 51.4 percent of the total Federal invest- 
ment. The cost allocation formula prescribed by H.R. 8 would result in a reduc- 
tion of $120.5 million in the amount of reimbursable Government investment in 
power facilities as compared with the allocations to power facilities under the 
construction costs allocations actually used by the Corps of Engineers on the 
11 projects. 

Section 8(a) provides procedures and criteria for establishing power rates and 
specifically excludes therefrom consideration of costs of land and land rights. 
It is recognized that title to land acquired for water resources development is 
taken and remains in the name of the United States. We would like to point 
out, however, that the Federal Power Commission includes the costs of such 
jand and land rights in the base upon which power rates are determined as a 
return upon the investment involved. This proviso, in effect, would make non- 
reimbursable all costs relative to lands and land rights which are necessarily 
acquired for project power purposes and thereby would prevent recovery by the 
Government of any expenditures relative thereto. 

Section 8(a) would also provide for interest on the Government investment in 
power features equal to the average rate of interest borne by all marketable in- 
terest-bearing obligations of the United States forming a part of the public debt 
and issued during the 15 fiscal years immediately preceding the fiscal year in 
which funds are first appropriated for construction or modification of the power 
features concerned. This criteria would require inclusion of all short-term Treas- 
ury marketable issues such as (1) bills generally having maturities of 90 days, 
(2) certificates of indebtedness with maturities not exceeding one year, and (3) 
notes issued with maturities of not less than one year or more than 5 years. 
These Treasury issues are shown to represent about 46 percent of the United 
States marketable obligations outstanding on June 30, 1958. Inasmuch as such 
short-term securities generally bear lower interest rates than regular bond is- 
sues with maturities comparable to the repayment requirements of the Federal 
investment in water resources development projects, inclusion thereof in interest 
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computations will undoubtedly result in a reduced rate of interest. In our audit 
reports on water resources development projects we have recommended that the 
rate of interest on repayment of the Federal investment should be based on the 
long-term borrowing rate of outstanding marketable obligations of the United 
States for a term of several years as determined in consultation with the Secre 
tary of the Treasury. 

Section 5(b) would compel an affected agency to make a favorable recom- 
mendation for authorization of a unit or project whenever such unit or proj- 
ect is found to have benefits in excess of costs. This automatic recommen- 
dation is mandatory and apparently eliminates consideration of any other 
existing valid objection to the unit or project which perhaps may be otherwise 
paramount to the benefit-to-cost ratio. For example, local projects may be op- 
posed by the local interests involved, notwithstanding the favorable benefit-to- 
cost ratio. In such cases if a favorable recommendation on certain flood control 
and navigatin projects is given effect by the Congress, it may be difficult to ob- 
tain the local cooperation required by section 3 of the Flood Control Act of 1936 
(49 Stat. 1571) as amended by the acts of June 28, 1938, and August 18, 1941 
(52 Stat. 1215 and 55 Stat. 638) ; and section 3 of the act of December 22, 1944 
(58 Stat. 889). See 33 U.S.C. 701¢ and 701c-1. 

Sincerely yours, 
JOSEPH CAMPB 
Comptroller General of the United States, 


FEDERAL POWER COMMISSION, 
July 14, 1959. 


Report on H.R. 8, 86TH Concress A Britt To PROMOTE AND TO ESTABLISH PoLicy 
AND PROCEDURE FOR THE DEVELOPMENT OF WATER RESOURCES OF LAKES, RIVERS, 
AND STREAMS 


The object of this bill is to establish criteria and methods to be followed by 
Federal agencies (other than the Tennessee Valley Authority) in evaluating 
plans for and recommending construction of multiple-purpose water resources 
development projects by the United States. In addition, the bill would establish 
criteria for fixing rates for the sale of electric power generated at Federal 
projects. 

The Federal Power Commission is an independent agency having primarily 
licensing and investigatory functions under part I of the Federal Power Act 
with respect to non-Federal waterpower development, but it has no direct statu- 
tory responsibility for the reports by other agencies to Congress in support of 
requests for authorization of Federal projects. However, the Commission does 
. have authority under section 7(b) of the Power Act to recommend Federal devel- 
opment to Congress whenever, in the judgment of the Commission, the develop- 
ment of any water resources for publie purposes should be undertaken by the 
United States, in lieu of a development for which a license is being requested 
under the Federal Power Act. Furthermore, the Commission has statutory re- 
sponsibilities with respect to approving the installation of power penstocks at 
dams authorized for construction by the Department of the Army, and for cer- 
tain Federal projects, it has statutory responsibility for the allocation of costs 
and the approval of rates for the sale of power. Therefore, it appears appropri- 
ate on the basis of our experience in the licensing of non-Federal hydroelectric 
projects, in the planning of Federal projects, and in the review of rates for the 
sale of power from Federal projects to offer comments and recommendations 
with respect to certain provisions of this bill which would directly affect the 
functions of this Commission or which relate to the possible effectiveness of the 
measure. 

The practice of including in a recommendation for authorization of a project 
any unit, facility or feature whose costs will exceed the benefits to be derived 
therefrom if the inclusion of such unit, facility, or feature, would not reduce the 
total benefits below total costs of the project being recommended (Sec. 5(c) of 
H.R. 8 is, in our opinion, unsound in principle). The adoption of such a practice 
in making project analyses would be contrary to current procedures and com- 
bined interdepartmental views which are based on long experience and coopera- 
tive efforts by agencies concerned with the administration of laws pertaining to 
the development and utilization of the Nation’s land and water resources. In 
this connection attention is called to the results of an extended study of the prob- 
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lems of justification of water resources developments undertaken by the Inter- 
agency Committee on Water Resources (formerly the Federal Interagency River 
Basin Committee). The 1950 report of the Interagency’s Subcommittee on Bene- 
fits and Costs, entitled “Proposed Practices for Economic Analysis of River 
Basin Projects” (known generally as the “Green Book’’) states on page 37: “To 
be justified for inclusion in a plan, each project in a group, each purpose of a 
project, and each separable segment of a project should add as much or more 
benefits than it adds costs.” The concept of project justification sanctioned by 
this bill making it possible to include economically infeasible units, facilities, 
or features within a plan of development in which the total plan can be otherwise 
justified would clearly represent a departure from the basic principles embodied 
in the above interagency report. 

Section 5(b) of the bill would establish the policy that when the total benefits 
(tangible and intangible, primary and secondary) are determined to exceed the 
total costs (primary, secondary, and associated costs) a recommendation of 
feasibility for authorization shall be made by the Federal agency making the 
study. The Commission is cognizant that there may be tangible secondary 
effects which derive from the construction and operation of water resources 
projects that are difficult of measuring in monetary terms. Although secondary 
benefits from projects may be significant from a local viewpoint, from a national 
point of view such benefits usually have little significance in project formulation 
and economic justification. The Commission believes, therefore, that in proj- 
ect justification reliance should be placed mainly on tangible primary benefits. 
However, care should be taken not to overlook or minimize any intangible effects 
such as the preservation of a scenic or historical site, the fostering of recrea- 
tional values, or the conservation of fuel and fish and wildlife resources, merely 
because such intangible effects may not yield to a dollar evaluation. 

Section 6, item (3) of the bill provides that the cost of a project allocated 
to electric power shall be determined by subtracting the cost of the project with- 
out power features from the cost of the project with power features included. 
This incremental cost method is described in the Green Book as the “Separable 
Costs” method of allocation. Another method, the Separable Costs-Remaining 
Benefits method of cost allocation, was recommended in the Green Book and 
was established as preferable in an interagency statement of March 12, 1954, 
adopted by the Departments of the Army and the Interior and the Federal Power 
Commission. That method provides for allocating to each purpose at least its 
separable costs plus an equitable share of the joint costs. It was recognized, 
however, that variations of this method may be necessary to meet special or 
legislative requirements in some cases. In allocating the costs of the McNary 
project (F PC Docket No. E-6383, issued December 4, 1953), the Commission made 
use of the Separable Costs-Remaining Benefits method and allocated a substan- 
tial portion of the joint costs to power. While the incremental or “separable” 
cost method advocated in this bill may be acceptable under some circumstances, 
the Commission believes that the conventional “Separable Costs-Remaining 
Benefits” approach is more satisfactory as a general rule and gives results 
equitable to all project purposes because all purposes should share in the savings 
which derive from multiple-purpose construction. 

Project costs as defined in section 4 and as used in section 5(b) of the bill 
do not include any allowances for in-lieu tax payments or permit any consid- 
eration of “taxes foregone” as an economic cost in determining whether or not 
a project should be favorably recommended for authorization. 

It is the Commission’s view that “taxes foregone” properly constitute an eco- 
nomic cost which should be considered in making an economic analysis of a 
particular proposed Federal hydroelectric development. In this connnection, 
it should be noted that the Departments of the Army and the Interior and 
the Federal Power Commission, in the above-cited inter-agency statement of 
March 12, 1954, have agreed that for the purposes of project justification the 
economic analysis of a proposed Federal hydroelectric project should be made 
on the basis of including as a part of the economic cost of hydroelectric power 
the taxes that would be foregone as a result of Federal development of the project 
instead of development by a non-Federal agency of the most likely alternative 
source of power, generally a privately financed steam-electric plant, although 
in some circumstances the alternative source may be a hydroelectric project. 

Section 8 of the bill undertakes to state the bases for establishing rates for 
the sale of electric power by Federal marketing agencies. The provision (p. 9, 
lines 9-13) that such electric power rates shall be fixed so as to recover the 
costs allocated to irrigation which the irrigators are unable to pay for would 
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require a departure from the principles currently being followed with respect 
to the treatment of power revenues for ratemaking purposes. This Commission 
has on a number of occasions expressed opposition to the practice of using any 
portion of the revenues derived from the sale of power at Federal projects for 
repayment of any costs other than power costs before all such power costs, 
plus interest thereon, have been repaid to the U.S. Treasury. It is our view 
that the practice set forth in this bill of recovering through power sales certain 
costs allocated to irrigation before amortization of power costs with interest 
does not make hydroelectric power available at the lowest possible cost to the 
consumer consistent with carrying the costs of developing such water-power 
resources. Accordingly, it is recommended that the bill be amended to make it 
clear that net revenues derived from the sale of commercial power (including 
the interest portion of such revenues) shall be first applied to the amortization 
with interest, of those portions of the actual cost of the project which are 
allocated to commercial power. 

Aside from the above-discussed policy considerations, however, we believe that 
section 8 is ambiguous because it is not clear whether only the costs allocated 
to the power features and facilities of the project are to be recovered through 
annual depreciation charges or whether those costs plus the costs allocated to 
irrigation features beyond the ability of the irrigators to pay are to be re- 
covered through annual depreciation charges. This point, among others, appears 
to need clarification. Therefore, without presuming to express approval as to 
the merits of the provisions of section 8, we suggest that the portion of that 
section appearing in lines 5 through 14 on page 9 be modified to read as follows 
in order to carry out the apparent purposes of this section : 

“Rates shall be established so as to recover (1) the costs allocated to the 
features and facilities of the project, other than lands and land rights, which 
relate to electric power, through annual depreciation charges, plus interest 
on the remaining investment thereon, including the investment in land and 
land rights; (2) the costs without interest allocated to the features and facili- 
ties of the project which relate to irrigation but which are beyond the ability 
of the irrigators to pay for, over the useful life of the project or a period of 
100 years, whichever is shorter; (38) plus the annual operating costs of the 
features and facilities described in (1) and (2) above.” 

Under section 8(a) of the bill the rate of interest that would be used in 
establishing rates for the marketing of power from Federal projects would be 
equal to the average rate of interest borne by all marketable interest-bearing 
obligations of the United States forming a part of the public debt and issued 
by the United States during the 15 fiscal years immediately preceding the fiscal 
year in which funds are first appropriated for the construction or modification of 
such features or facilities. If such average rate is not a multiple of one-eighth 
of 1 percent, the rate would be adjusted to the multiple of one-eighth next 
lower than such average. It is the Commission’s view that the interest rate 
to be used in establishing Federal power rates would be more appropriately 
determined on the basis of the current long-term borrowing rate of the Federal 
Government for bond issues having a maturity date of not less than 15 years, 
issued during the year the investment is incurred or the construction undertaken, 
and that as an alternative for determining that interest rate during years in 
which no such long-term bonds are issued, the rate could be determined with 
reasonable accuracy on the basis of the rate of yield at that time on outstanding 
long-term Government bonds. 

In authorizing some Federal power projects Congress has found it desirable 
to have the rates proposed by the agency responsible for marketing the power 
reviewed by the Federal Power Commission as an independent body which is 
in a position to apply to the sale of power from such projects the same expert 
and impartial judgment as it is required to apply to rate control over privately 
owned public utilities, having in mind, of course, the peculiar problems of public 
power operations. For some years Congress has required the Commission to 
make cost allocations and review rate schedules in connection with Federal 
power projects constructed and operated under sections 5(a), 6, and 7 of the 
Bonneville Act (50 Stat. 731), sections 5 and 6 of the Fort Peck Act (52 Stat. 
403), and section 5 of the Flood Control Act of 1944 (58 Stat. 887), and other 
laws. This type of rate control and cost allocation authority is regarded as a 
proper and valuable safeguard over the rates to be paid by consumers and over 
the reimbursement to the United States which has furnished the money for 
the capital investment in the first instance. The Commission’s present limited 
statutory responsibilities with respect to these matters presumably would be 
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rescinded by implication in the absence of some clarifying language in this 

ll. 

" It is the Commission’s view that any provisions giving it general jurisdiction 
with respect to regulation of rates for the sale of electric energy by Federal 
instrumentalities should vest definitive and continuing authority with regard to 
all facets of control, including cost allocations and rates, classifications, rules, 
regulations, practices, contracts, or other agreements or instruments affecting 
gales and the recovery of costs to the Federal Treasury, with power to initiate 
review and require compliance with Commission orders, and to prescribe appro- 
priate accounting methods and procedures. Furthermore, it is to be assumed 
that such legislative authority would provide the same procedural safeguards 
for the Federal instrumentalities, such as opportunity for hearing and court 
review, aS are available to non-Federal utilities subject to regulation by the 
Commission under the Federal Power Act. 

From the standpoint of its primary concern with electric power matters the 
Commission is interested in and fully recognizes the need and importance of 
establishing uniform and workable standards, methods, and procedures for 
multiple-purpose water resources planning and development, including the mar- 
keting of federally produced power. This bill, however, as pointed out herein, 
contains a number of provisions which are inconsistent with presently accepted 
policies and procedures in the field of river basin development. For the reasons 
stated the Commission recommends against the enactment of H.R. 8 in its 
present form. 

FEDERAL POWER COMMISSION, 
By , Chairman. 


(Statement by Mr. Cramer on H.R. 8 follows :) 


ANALYSIS OF H.R. 8 AND AGENCY PosITIONS 


Administrative agencies having a direct interest in H.R. 8 have submitted 
objections to the bill and have suggested numerous amendments. . This bill would 
modify important and long-established features of Federal water resources. 
policy. This is the conclusion of analyses of the bill prepared by the Bureau of 
the Budget, Department of Interior, Department of Agriculture, the head of the 
Corps of Engineers, Federal Power Commission, and of the Comptroller Gen- 
eral. The thorough evaluation of this bill by these agencies makes it obvious 
that it should not be enacted in its present form even to those who agree that 
the legislating of national, fixed, uniform water resources policies could serve 
a good purpose. 

Before summarizing its serious defects as stated by the Federal agencies, 
its broad application must be indicated. It would apply to practically all forms 
of Federal water projects and to practically all Federal agencies concerned with 
them. It would affect river, harbor, and navigation projects; flood-control 
works, irrigation, headwater improvement; recreation, fish and wildlife, and 
power projects. It would apply to the Corps of Engineers, Soil Conservation 
Service, Bureau of Reclamation, Fish and Wildlife Service, the Federal Power 
Commission and others. The very number of functions and agencies to which it 
would apply indicates its far-reaching nature. 

The bill has three major objectives, all highly questionable: 

(1) It would weaken the standards presently used for determining the 
feasibility of practically all Federal water resources projects and increase non- 
reimbursable Federal costs while decreasing costs allocated to power features. 

(2) Through a declaration of national policy that river basins should be 
developed as a whole the bill would serve as a basis for the FPC to deny 
licenses to practically all non-Federal hydro projects and for making power 
projects presently economically unfeasible to become feasible by decreasing costs 
and increasing benefits. 

(3) It would significantly change the standards used for pricing power from 
Federal hydro projects so that such power would to an increasing extent be 
sold at a cheap, subsidized price irrespective of its true economic cost or the 
taxpayer burden involved. 

The comments of the agencies, in statements made available to members of 
this committee, while in all cases directed at specific language of the bill, make 
it clear that these are its objectives and that in all cases these are highly un 
desirable and contrary to the public interest. 
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(1) The dill would substantially modify the standards now prescribed for 
project evaluation.—It would prescribe that any project wherein benefits ex- 
ceed costs must be reported favorably by the agency involved. The benefits 
to be considered should include not only those of a tangible and direct nature 
but also intangible or indirect ones. The bill defines intangible benefits ag 
those which cannot be measured in money. This is inconsistent with the basic 
function of the benefit-cost ratio which is to measure the annual benefits of 
a proposed project as against its annual costs. For the ratio to be meaning- 
ful benefits and costs must be measured in identical units, that is, dollars. If 
intangible benefits, which by definition are not reducible to dollar terms, can 
be used then the benefits in the ratio cannot be compared with dollar costs. 

The indirect benefits to be included are those that might accrue to the 
economy from the spending of Federal money whether such expenditures are 
made for one project or another. Therefore, they cannot be considered for any 
specific project as being benefits to be equated against its costs. 

The bill would permit the inclusion in any project of uneconomic units or 
facilities—the benefits from which will not equal their costs. This would open 
the door to adding uneconomic aspects to multiple-purpose projects. 

These provisions are designed to insure a steady flow of water resources 
projects irrespective of their real benefits to the Nation as a whole as con- 
trasted with their true costs. The standards in Budget Bureau Circular A-47 
are designed to make certain that only projects with actual benefits in excess 
of real costs would be considered feasible. These provisions summarized above 
would make possible a finding of feasibility for many projects despite their 
uneconomic character. 

Practically all of the agencies studying the bill condemned those provisions 
that weaken the standards for project evaluation. The agencies made it clear 
that such relaxation would be contrary to the public interest. 

(2) River basins to be developed as a unit—The bill declares it to be the 
national policy that river basins shall be considered as a unit for the develop- 
ment of their water resources and that such basins be planned and prosecuted 
on a comprehensive multiple-purpose basis, so “as to achieve maximum sus- 
tained usefulness of resources for all beneficial purposes. * * *” 

This declaration of policy would apply to all agencies dealing with water proj- 
ects including the Federal Power Commission. It could be used by the FPC 
to refuse licenses to practically all non-Federal hydro projects on almost all 
streams because hardly any non-Federal agency would be in a position to pro- 
vide for comprehensive development for all facets affecting the public interest. 
Agencies in their comments on the bill point out that although it is highly de- 
sirable to plan for river basins as a whole, Federal projects should be auth- 
orized only where they are economically feasible on an individual basis. 

(3) The bill through numerous provisions would change the present methods 
for pricing power produced at Federal dams.—The many changes in present 
power pricing policy proposed in the bill would have the effect of reducing 
the price at which power from Federal dams would be sold irrespective of 
its true economic cost. It would require the use of the incremental cost method 
for allocating the portion of the joint costs of multiple-purpose projects attrib- 
utable to power. This method would be used in place of the separable costs- 
remaining benefits method which is employed in most cases at the present time. 
Agencies point out that the incremental cost method is undesirable because it 
would allocate practically no part of the cost of joint facilities to power al- 
though the power users benefit from such facilities. 

The bill would provide that rates charged for power should be sufficient to 
cover the costs of power including depreciation of power facilities over a period 
of not exceeding 100 years. The agencies believe that a 100-year period of de- 
preciation is unrealistic in terms of technological changes. The exclusion of 
land used for power facilities would mean that no portion of the cost of land 
involved would ever be recovered from the power users. The rate of interest 
to be allowed on the power investment would be based upon the rate of in- 
terest paid by the Government on marketable public obligations during the 15 
years hefore the first appropriation for the project. Such a rate of interest 
is criticized by the Treasury and other agencies. 

Finally. the bill would, by implication, reneal the Federal Power Commis- 
sion’s anthority to approve power rates for flood control and navigation proj- 
ects of the Corps of Engineers. The FPC points out the undesirability of this 


proposal. 
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The net result of all of these proposed changes would be that under this bill 
the price charged for power would bear no relation to its true cost of production. 


Summary 

The enactment of H.R. 8 would greatly expand the scope and activities of the 
Federal Government concerning water resources. Over the years to come it 
could mean a great increase in Federal expenditures for water projects. H.R. 
8 could have the effect of precluding non-Federal development of water resources 
on many river basins throughout the Nation, and it would greatly increase the 
subsidy from the Federal taxpayers to those people who are permitted to buy 
power produced at Federal projects. 

The ensuing sections present the criticisms of Federal agencies on many 
of the key provisions of H.R. 8. In most instances the provision involved is 
first quoted. Then its significance and implications are indicated. The criti- 
cisms of the Federal agencies are presented by direct quotations from their 
comments on it or from their testimony before this committee. Obviously all 
agencies did not comment on all provisions. Because of their diverse interests 
the various agencies directed their attention to different sections of the bill. 
They tended to point most of their comments toward those particular sections 
that would most directly be related to their own work. 


RIVER BASINS TO CONSTITUTE A SINGLE UNIT FOR DEVELOPMENT 
Section 3(a), page 2, lines 6 to 10 


The language of this provision in H.R. 8 is as follows: 

“(a) The river basin shall be deemed a single resource which, in whole or 
in part, or in combination with other basins or portions of basins as provided 
for in this Act, shall constitute the basis for the development, utilization, and 
conservation of water resources by the United States.” 


Implication of provision 


This section would provide that river basins as a whole should constitute a 
single unit for the development and utilization of water resources including 
power. This has at least three undesirable implications: 

1. Inasmuch as this declaration of national policy would govern the action 
of all Federal agencies, it would be applicable to the Federal Power Commis- 
sion in the licensing of hydro projects. That Commission could use it as a 
basis for denying licenses for non-Federal power projects where a claim is made 
that such projects might interfere with the development of a river basin as a 
“single resource.” Obviously it is desirable to so plan and use the water re- 
sources in a given basin as to get the maximum use from it. But such plans 
should be developed so as to not preclude the licensing of non-Federal projects 
by the FPC unless their development by the Federal Government has already 
been authorized by law. 

2. This language might be construed as constituting a mandate or an authoriza- 
tion to Federal agencies to plan for all river basins without regard for specific 
authorization authority contained in previous or subsequent legislation. 

3. The bill would provide that the entire basin or parts thereof could be 
considered as a whole for the purpose of justifying projects or recommending 
their development. This would be unsound because actually individual projects 
should be separately evaluated so as to determine their economic feasibility. 


Views of Federal agencies 


The Department of Agriculture, speaking through Acting Secretary True D. 
Morse in a letter of July 15, 1959, to Representative Charles Buckley indicated 
its opposition to this paragraph of the bill. In this letter the Department said: 

“Howevnr, the bill also provides that entire basins or integral parts thereof 
shall be considered as a whole for purposes of determining justification of recom- 
mended developments. In our opinion, individual units and facilities within a 
river basin that are not functionally interrelated should be separately evaluated 


80 that each will be an economically justified part of a comprehensive overall 
plan for the basin.” 
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SECONDARY OR INDUCED BENEFITS TO BE INCLUDED IN PROJECT EVALUATION 


Section 4(4), page 3, lines 3 through 6 


This provision of H.R. 8 provides that: 
“Sec. 4. As used in this Act— 
“(4) The term ‘secondary benefits’ means the values over and above the value 


of the immediate products or services of a project as a result of activities induced 
from the project.” 


Significance of provision 

The language of this section would so define secondary benefits as to include 
within the term all induced benefits—that is, all benefits that are induced from 
Federal spending wherever it occurs. Obviously this would include indirect 
benefits in the term “secondary benefits.” The Bureau of the Budget on numer- 
ous occasions has pointed out that benefits of this character would result from 
the expenditure of the same amount of money at any place and by any person 
or group. In other words, such benefits would result not alone from expendi- 
tures by the Federal Government. Since such benefits are problematic, indirect, 
and would result wherever money is spent, it does not appear to be proper to 
include them in evaluating the benefits resulting from a specific project. Their 
inclusion in any project would improperly inflate the benefits resulting from it 
and would furnish a justification for high-cost projects that otherwise would 
be considered uneconomic and should not be built. This provision of the bill is 
opposed by the Bureau of the Budget, and is contrary to the recommendation of 
the Presidential Advisory Committee on Water Resources Policy (1955). 


Position of agencies 


The Bureau of the Budget, in a letter signed by Philip S. Hughes, Assistant 
Director for Legislative Reference, to Representative Buckley, dated July 20, 
1959, said relative to the problem : 

“We believe that the comparison of benefits and costs should be calculated on 
the basis of primary benefits, with secondary benefits and intangible values 
separately appraised and discussed. 

“It is generally agreed that the expenditure of funds, Federal or non-Federal, 
for all sound investment purposes will produce about the same degree of sec- 
ondary benefits in the general economy. The decision to devote funds to a par- 
ticular project, of course, means that other investments cannot be made and that 
other secondary benefits are thereby foregone. For this reason we believe that 
in most cases secondary benefits of a project do not represent a net addition to 
national values because they are offset by the other secondary benefits that are 
not being created. * * *” 


INTANGIBLE BENEFITS TO BE INCLUDED IN PROJECT EVALUATION 


Section 4(6), page 3, lines 9 and 10 


Section 4(6) of H.R. 8 provides: 

“Sec. 4(6). As used in this Act— 

“(6) The term ‘intangible benefits’ means benefits which are not measurable 
in monetary terms.” 


Significance of provision 

Since intangible benefits by definition cannot be measured in monetary terms, 
they do not have a distinct or precise economic value. As a consequence it is 
apparent that people are not willing to. pay an economic price for them. Obvi- 
ously they are of a purely conjectural social nature. They should not be counted 
as benefits in project evaluation because they have no monetary value; therefore 
they cannot be equated against monetary costs. The inclusion of such benefits 
would improperly inflate the benefits from a project as used in the benefit-cost 
ratio. The term “intangible benefits’ should be eliminated here and wherever 
else it is used in the bill. 


Position of agencies 
In 1955 the Bureau of the Budget in its proposed reissuance of Budget Circular 
A-47 said: 


“Wherever appropriate, estimates of benefits and induced costs shall be ex- 
pressed in monetary terms.” 
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TAXES FORGONE TO BE EXCLUDED FROM COSTS IN PROJECT EVALUATION 


Section 4(7), page 3, lines 11 through 13 


Section 4(7) provides: 

“Sec. 4(7). As used in this Act— 

“(7) The term ‘project costs’ means the monetary costs of goods and services 
used for the establishment, maintenance, and operation of a project.” 

Defect in provision 

This definition of “project costs’ would exclude from the benefit-cost ratio 
any item covering the amount of taxes (Federal, State, and local) that would 
be collected if the vendable services (power) to be produced by the project 
were produced by taxpaying private enterprise. The Federal construction of 
the project would make impossible the collection of such revenue from that 
source, and it would mean that the Government would not derive such income 
as would be available should the project be privately constructed. Obviously 
the revenue would have to be gathered from other sources, including the cus- 
tomers of electric companies. Obviously the taxes that are forgone as a re- 
sult of Federal construction constitute a definite part of the cost of the project 
so far as concerns the benefit-cost ratio. 

View of agencies 

The Bureau of the Budget in its letter expressing its views on H.R. 8 clearly 
indicates that in determining feasibility, project costs should include taxes 
forgone : 

“Section 4(7) does not include an allowance for taxes forgone or for in-lieu 
tax payments as an economic cost of a project, yet section 7(3) (A) specifies 
that such costs shall be included in the alternative-cost measurement of elec- 
tric power benefits. We believe that in making comparisons of proposed Fed- 
eral projects with alternative developments, taxes should be treated on a com- 
parable basis.” 

The Federal Power Commission expressed similar views in its statement on 
the bill: 

“Project costs as defined in section 4 and as used in section 5(b) of the 
bill do not include any allowances for in-lieu tax payments or permit any con- 
sideration of ‘taxes forgone’ as an economic cost in determining whether or not 
a project should be favorably recommended for authorization. 

“It is the Commission's view that ‘taxes forgone’ properly constitute an eco- 
nomic cost which should be considered in making an economic analysis of a 
particular proposed Federal hydroelectric development. In this connection, it 
should be noted that the Departments of the Army and the Interior and the 
Federal Power Commission, in the above-cited interagency statement of March 12, 
1954, have agreed that for the purposes of project justification the economic 
analysis of a proposed Federal hydroelectric project should be made on the 
basis of including as a part of the economic cost of hydroelectric power the 
taxes that would be forgone as a result of Federal development of the project 
instead of development by a non-Federal agency of the most likely alternative 
source of power, generally a privately financed steam-electric plant, although 
in some circumstances the alternative source may be a hydroelectric project.” 


RIVER BASINS TO BE CONSIDERED AS WHOLE FOR PROJECT PLANNING AND AUTHOR- 
IZATION 


Section 5(a), page 4, lines 15 through 20 


' Section 5(a) of the bill provides that: 

“The entire basin of a river, stream, or lake, or any integral part thereof, 
shall be considered as a whole for the purpose of formulating comprehensive 
plans and for the purpose of determining justification and making recommenda- 
tions to Congress for authorization and appropriations for the development 
thereof.” 

The purpose of this provision is similar to that of section 3(a), page 2, lines 
6 through 10. 


Significance of provision 


It is, in many instances, desirable to view a river basin as a whole for plan- 
ning purposes; it is another matter to declare that all projects in a river basin 
should be considered as a whole for the determination of their feasibility, or 
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that recommendations to Congress for authorization and appropriation should 
be made for a river basin as a whole and not for specific projects. Such a prac- 
tice would be undesirable, because the implication is that Congress should au- 
thorize the development of a river basin as a whole and not the construction 
of individual undertakings. The inclusion of all projects in the basin for pur- 
poses of planning, for evaluation, for authorization and for appropriation means 
that many projects can be included in a plan for a river basin, projects that 
would not be feasible of themselves. Their inclusion is a plan for a river basin 
as a whole could mean that many high-cost projects could be authorized even 
though their benefits did not equal their costs. The bill should make it clear 
that each project should be justified, authorized and appropriated for solely 
on the basis of its own benefits and costs. 


Attitude of Federal agencies 


The Department of Agriculture, in Acting Secretary Morse’s letter, said: 

“The Department believes, as provided by the bill, that entire basins of rivers, 
streams or lakes or integral parts thereof should be considered as a whole for 
the purpose of formulating comprehensive plans and of securing multiple-pur- 
pose benefits. However, the bill also provides that entire basins or integral 
parts thereof shall be considered as a whole for purposes of determining justi- 
fication of recommended developments. In our opinion, individual units and 
facilities within a river basin that are not functionally interrelated should be 
Separately evaluated so that each will be an economically justified part of a 
comprehensive overall plan for the basin.” 


FAVORABLE REPORT MUST BE MADE ON ANY PROJECT WHERE ALL BENEFITS EXCEED COSTS 
Section 5(b), page 5, lines 15 through 20 


This portion of section 5(b) reads as follows: 

“The policy is hereby established that when the total benefits, tangible and 
intangible, primary and secondary, are determined to exceed the total costs of 
a unit or project, a favorable recommendation for authorization shall be made 
by the agency making the study.” 


Significance of provision 

This sentence would require a favorable recommendation for any project where 
benefits exceed costs. It would deprive Congress of the judgment of the experi- 
enced officers responsible for such recommendations. Under this language proj- 
ects would have to be recommended even though little local support was found 
for them. 

This sentence also would require (as do lines 9 and 10 on p. 5) that both sec- 
ondary and intangible benefits are to be included in addition to those of a tan- 
gible nature. Secondary and intangible benefits are defined in section 4(4) and 
section 4(6) which have been considered previously. 

Actually the same amount of secondary benefits would result to society from 
the expenditure of funds for any sound investment purpose. Thus they cannot 
properly be included in project evaluation for purposes of making comparisons 
with other projects. 

Intangible benefits by definition in section 4(6) have no monetary value. As 
such, they cannot be compared with monetary costs. 

The inclusion of indirect and intangible benefits might inflate project benefits 
to such a degree as to justify high cost projects that otherwise would be found 
to be infeasible. 


Views of departments and agencies 

General Itschner of the Corps of Engineers, in testifying on H.R. 8 in 1959 said: 

“A further feature of H.R. 8 which seems undesirable is that provision of sub- 
section (b) of section 5 which would make it impossible for a reporting official 
to give the Congress the benefit of his judgment by requiring him to recommend 
the authorization of any project producing benefits in excess of costs. We sug- 
gest that the Congress needs to know what the reporting official really thinks 
about a project. To bar his advice by law would, to say the least, be making 
inefficient use of a public servant. There are instances where other than eco- 
nomic characteristics of an undertaking should be considered in judging its worth 
to the Nation.” 
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The Department of Interior commented on this provision of the bill as follows: 

«* * * it is noted that section 5(b) for all practical purposes directs an agency 
to make a favorable recommendation for authorization whenever a project is 
found to have benefits in excess of costs. In our opinion such a provision in a 
water resources policy act would be undesirable because it would place too much 
reliance on the relationship between benefits and costs and would preclude the 
agency, or the executive branch of the Government, from giving consideration 
to other matters of possible overriding impotrance. For example, if a project 
for which a proposed plan has been developed was found to have no.local sup- 
port even though the prospective beneficiaries would be largely local, it obviously 
should not be recommended for authorization. It is to prevent situations of this 
type that we believe that the agencies of the executive branch of the Govern- 
ment should be free to prepare their recommendations based on their best judg- 
ment of all factors affecting the situation.” 

The Comptroller General also expressed his disapproval of this feature of 
the bill: 

“Section 5(b) would compel an affected agency to make a favorable recom- 
mendation for authorization of a unit or project whenever such unit or project 
is found to have benefits in excess of costs. This automatic recommendation is 
mandatory and apparently eliminates consideration of any other existing valid 
objection to the unit or project which perhaps may be otherwise paramount to 
the benefit-to-cost ratio. For example, local projects may be opposed by the local 
interests involved, notwithstanding the favorable benefit-to-cost ratio. In such 
eases, if a favorable recommendation on certain flood control and navigation 
projects is given effect by the Congress, it may be difficult to obtain the local 
cooperation required by section 3 of the Flood Control Act of 1936 (49 Stat. 1571) 
as amended by the acts of June 28, 1938, and August 18, 1941 (52 Stat. 1215 and 
55 Stat. 638) ; and section 3 of the act of December 22, 1944 (58 Stat. 889). See 
33 U.S.C. 701¢ and 701¢-1.” 


INCLUSION OF FEATURES OR UNITS WHERE BENEFITS ARE LESS THAN COSTS 
Section 5(c), page 5, line 22, through page 6, line 3 


Section 5(c) reads as follows: 

“(c) When a project or unit is recommended pursuant to subsection (b) any 
unit, facility, or feature whose costs will exceed the benefits to be derived there- 
from may be included in such recommendations if the inclusion of such unit, 
feature, or facility will not reduce the total benefits below the total cost of the 
project or unit.” 


Significance of the provision 

This subsection would permit the inclusion in a project of features or units 
whose benefits are less than their cost, provided that their inclusion in the 
project would not reduce the total benefits to less than the total cost. Obviously 
this would permit the inclusion of uneconomic features or units. Their inclusion 
would be wasteful to the economy because scarce resources would be used in 
situations where by definition the benefits would be less than the economic costs. 
In addition, it would be wasteful of tax funds. 


Attitude of departments and agencies 


All departments or agencies that commented on this provision expressed dis- 
approval. The Bureau of the Budget wrote: 

“Section 5(c) provides that any unit, facility, or feature whose costs will 
exceed its benefits may be included in a project if the total costs of the projects 
are not thereby raised above the total benefits. The use of funds for such 
features is clearly uneconomic, since the funds could otherwise be more soundly 
devoted to projects that would return benefits in excess of their costs. We be- 
lieve that uneconomic features should not be added to projects unless justified 
by compelling intangible benefits.” 

The Department of the Interior expressed its opposition in a similar way: 

“Section 5(c) of the bill suggests that units or features of projects may be 
included even though their added costs would be greater than the added benefits 
provided total benefits would still be greater than total costs. The inclusion 
of such units or features in a project would violate the basic principle that a 
project or program should be so designed as to include those separable segments 
or increments of scale of development that will provide benefits at least equal 
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to the costs of their inclusion. The inclusion of uneconomical increments in a 
project would not be in the public interest.” 

General Itschner in his 1959 testimony reflected the Corps of Engineers’ strong 
opposition to this feature of the bill: 

“A major departure of this kind is the provision of subsection (c) of section 
5. This provision would permit the inclusion of uneconomic projects, units, 
facilities, or features in a comprehensive basin plan, so long as the benefits of 
the entire basin plan are not less than its cost. This means that poor projects 
would be carried by good projects. Thus, wealth-producing projects would be 
consumed by the projects which cost more than they return. It seems obvious 
that the Nation would be unwise to build one project to increase its wealth, 
and then build another, uneconomic project to assure that this wealth is wasted, 
Hence, I feel that this provision of H.R. 8 should be eliminated.” 


COST OF POWER FEATURES MUST BE DETERMINED BY THE INCREMENTAL METHOD 


Section 6, page 6, line 4, through page 7, line 5 


Section 6 prescribes the methods to be followed by agencies or departments 
charged with the responsibility of allocating the costs of multiple-purpose 
projects. The text of the provision is a page long, with three subsections ; to save 
space, it is not quoted here. 


Significance of the provision 


Under section 6(1), the costs relating to the principal purpose of a project are 
to be determined and allocated to that purpose. As defined in section 4(10) the 
“principal purpose” means the one purpose in the absence of which the project 
would not be built. When this is read in connection with section 6(2), it would 
appear that irrigation, domestic water supply, downstream benefits, fish and wild- 
life development, and pollution control could never be principal purposes of a 
project. Further, by section 6(1) read with section 6(3), electric power can never 
be a principal purpose, either. (The significance of this will be apparent shortly.) 
Note that section 6(1) does not specify the method to be used in allocating to 
the principal purpose the costs of common features—that is, features serving 
two or more purposes including the principal purpose. 

Section 6(2) requires that the cost of features relating to irrigation, water- 
shed management, water supply, pollution control, downstream benefits, agricul- 
ture and fish and wildlife development “shall be determined, and shall be 
equitably allocated among such purposes.” Again, by virtue of a reference 
to section 6(3), power would be excluded from the features covered. Note 
that section 6(2) merely provides that the cost of the features relating to the 
specified purposes or benefits is to be determined—how this is to be done is not 
indicated, nor does the bill specify how this total cost (excluding the principal 
feature and power) is to be “equitably allocated among such purposes.”  Al- 
though the purpose of section 6 is to prescribe how costs are to be allocated, it 
does not actually do that. It only states that, for features other than the prin- 
cipal one and for power, the costs shall be “equitably” allocated. 

Section 6(3) names the method of cost allocation to be used in determining 
the costs to be allocated to power that is, subtract the cost of the project 
without the features or facilities relating to power from the cost of the total 
project including power. This is known as the incremental cost method. Under 
it, no part of the joint or common use facilities would be allocated to power ex- 
cept insofar as features were provided specifically for power. This method would 
relieve one feature or function—power—from its share of the cost of the 
joint facilities that serve it, among others. This is unfair to the taxpayers be- 
cause it shifts from the power users to the taxpayers the share of the common 
or joint facilities that in equity should, be borne by the power users. This is 
not equitable; it is inconsistent because the bill specifies that costs attributable 
to other features are to be equitably allocated. Actually, section 6 specifies the 
method to be used for allocating costs only to power features, and to no 
others. 


Attitude of departments and agencies 


The Bureau of the Budget indicated its disapproval of the key provision, sec- 
tion 6(3) : 

“Section 6(3) provides that the costs allocated to electric power features or 
facilities shall be limited to their separable costs. We believe that the major 
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purposes of a multiple-purpose project should share equitably in the savings 
which result from combining several such purposes in a project. We believe that 
the procedure prescribed in H.R. 8 is unsound because it is inconsistent with this 
principle. While the separable-cost method may be justified in certain instances, 
we do not believe it to be an acceptable uniform procedure.” 

The Federal Power Commission indicated a similar view : 

“Section 6, item (3) of the bill provides that the cost of a project allocated 
to electric power shall be determined by subtracting the cost of the project 
without power features from the cost of the project with power features in- 
cluded. This incremental cost method is described in the green book as the 
‘separable costs’ method of allocation. Another method, the separable costs- 
remaining benefits method of cost allocation, was recommended in the green 
book and was established as preferable in an interagency statement of March 
12, 1954, adopted by the Departments of the Army and the Interior and the Fed- 
eral Power Commission. That method provides for allocating to each purpose at 
least its separable costs plus an equitable share of the joint costs. It was ree- 
ognized, however, that variations of this method may be necessary to meet 
special or legislative requirements in some cases. In allocating the costs of the 
MeNary project (FPC Docket No. E-6383, issued December 4, 1953), the Com- 
mission made use of the separable costs-remaining benefits method and allocated 
a substantial portion of the joint costs to power. While the incremental or 
‘separable’ cost method advocated in this bill may be acceptable under some 
circumstances, the Commission believes that the conventional ‘separable costs- 
remaining benefits’ approach is more satisfactory as a general rule and gives 
results equitable to all project purposes because all purposes should share in the 
savings which derive from multiple-purpose construction.” 

The Department of the Interior considers the method established in section 
6 “not to be equitable.” It wrote: 

“In section 6 of the bill general procedures for cost allocation are set forth. 
These procedures would not result in the various purposes of a multiple-purpose 
project sharing equitably in the savings resulting from being a part of such a 
project. The sharing of savings as an objective of cost allocdtion should be 
included in any adopted national water resources policy. We believe that the 
allocation of only incremental, costs to power would not be an equitable basis for 
the allocation of costs.” 

The Comptroller General expressed his opposition at length, saying in part: 

“* * * We would like to point out that this method of allocation of construc- 
tion costs will generally result in placing the burden of the cost of joint facili- 
ties (such as a dam, reservoir, general buildings, grounds, and shops) on all 
features of a multiple-purpose project except power. This will, in effect, in- 
crease the amount of the joint costs to be allocated to nonreimbursable purposes 
such as flood control and navigation and thus increase Government expense. In 
the case of projects which do not include irrigation as a purpose, allocation of 
costs as provided in the bill would, in effect, generally cause all joint costs to 
be allocated to nonreimbursable purposes such as flood control and navigation. 
Such allocations of cost will increase Government expense to the extent that 
joint costs would be otherwise allocable to power purposes.” 

In testifying on H.R. 8 in 1959, General Itschner of the Corps of Engineers also 
disapproves of this method of allocating power costs. He said in part: 

“The effect of this provision would be to relieve one purpose—power—of the 
necessity of paying for its share of that part of the reservoir which serves more 
than one purpose. It is an accepted principle of cost allocation that each pur- 
pose should bear its fair share of the cost of a multiple-purpose project to avoid 
subsidizing one purpose at the expense of another. It seems to us that it would 
be most unfair to the Nation’s taxpayers—and it is the taxpayers who pay for 
the reservoirs which make the production of power possible—if those who use 
the power do not pay a fair share of this joint cost. 

“We feel compelled, therefore, to recommend that in the allocation of costs, 
power be treated in the same way as other purposes of multiple-purpose projects.” 


TAXES FORGONE TO BE ELIMINATED IN DETERMINING COST OF FEDERAL POWER 


Section 7(3), page 8, lines 3 to 18 


The first sentence of section 7(3) provides that: 
“(3) Benefits from the construction or modification of the project which relate 
primarily to electric power shall be determined and allocated to electric power, 
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and shall be equal to whichever is the lower, (A) the cost of electric power from 
the cheapest alternative source of such power that is available, or can reason- 
ably be expected to develop in the area in the absence of the electric power fea- 
tures of the project, to meet the same power needs (including in such cost any 
taxes that will be paid, or payments in lieu of taxes that will be made by such 
alternative source, and also including interest charges on capital at the rate 
it will be paid by such alternative source), or (B) the value of such power to 
users, computed at the highest price such users would pay for such power in 
those instances where the cost of electric power from the cheapest alternative 
source of such power that is available is prohibitive.” 

Significance of provision 

This would establish the method of determining the value of power benefits 
(sec. 4(3), p. 2, line 24, through p. 3, line 2) as used in the benefit-cost ratio for 
project evaluation (sec. 5(b), p. 5, lines 3 through 21). This sentence pro- 
vides that in estimating power benefits the lesser of the two following should 
be used : 

(A) The cost of the electric power from the cheapest alternative source (public 
or private) including taxes or in-lieu-of-tax payments actually paid and interest 
as actually paid by the alternative source; or 

(B) The highest price that users would pay for such power. 

An example will bring out the significance of this method of evaluating power 
benefits. Let us suppose that the highest price users would pay for power 
would be 9 mills per killowatt-hour (B), and the cost from the cheapest alterna- 
tive source, a privately owned electric company, would be 8 mills (A). Also 
let us assume that this electric company pays taxes of about 2 mills per killowatt- 
hour and interest at 2 mills (5 percent). On this basis, the value of power would 
be 8 mills ((A) being less than (B)). But actually the sale of the power from 
the Federal project would not yield this much because the power would be sold 
at rates designed to recover only the cost of production with interest at 2% 
percent. The Government would pay no taxes, and would pay interest at half 
the rate that the electric company pays. Thus the power might be sold at about 
5 mills per kilowatt-hour, although under the bill 8 mills would be used as its 
value in the project evaluation. 

Obviously these standards to be used for determining value of power under 
section 7(3) would justify projects with higher costs and lower benefits than 
would be the case if the value were computed on the basis of its actual cost and 
probable price, excluding taxes not paid and including interest only as paid. 
For example, the Melwood project (Sherwood and Broken Bow Dams) in 
Arkansas would have a benefit-cost ratio of 1.11 to 1 under a method similar to 
the one in this provision. But with taxes and interest treated on the same basis 
as for the Federal project, the ratio would be 0.81 to 1, indicating it to be not 
feasible. Another illustration is Gilbert and Lone Rock projects, Arkansas. 
These two dams taken together would under this method have a ratio of 1.1 to 1, 
but with taxes and interest treated as for the Federal project, they would not 
be feasible because the ratio would be only 0.83 to 1. (Source of data is 85th 
Cong., House Committee on Public Works, hearings on River and Harbor-Flood 
Control Act of 1957, pp. 102-103, 129-130. ) 

In the past the application of standards comparable to those provided in the 
bill has led to the use of power values in project justifications that were much 
greater than the actual price charged for the power. Thus in the case of Dale 
Hollow, Wolf Creek, and Center Hill power projects on the Cumberland River, 
the power benefits have been estimated at $11,223,000, although the power 
revenues in a normal water year are only $3,950,000 (82d Cong.. House Com- 
mittee on Public Works, Subcommittee on Civil Works, “The Allocation of Costs 
of Federal Water Resource Development Projects,” Committee Print 23, p. 23). 

To prevent this unrealistic inflation of benefits, Budget Circular A-47 pro- 
mulgated on December 31, 1952, by Budget Director Lawton, provides in sec- 
tion 8: 

, “Value of electric energy to be produced. This is equal to the lower of two 
gures: 

“(1) The cost of equivalent energy from the cheapest alternative source of 
energy—private, Federal, or other—that is available, or could be expected to 
develop in the absence of the project, to meet the same power needs. Taxes and 
interest charges for this alternative source should be computed on a basis 
comparable with the project. [Emphasis added.] 
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“Nore.—Where the project plan includes the cost of constructing and operat- 
ing the necessary facilities to transmit and distribute the project power to load 
centers, the costs of the alternative source with which the project is compared 
should also include transmission and distribution costs to the same load centers. 
Where the project plan does not include transmission costs, the total costs 
incurred by the alternative source in providing power at load centers should, 
for purposes of determining power benefits, be reduced by the transmission costs 
incurred in bringing the project power to the same load centers. 

“(2) Value of power to users (considered as the highest price they would pay 
and applicable especially where the cost of alternative power would be prohibi- 
tive for particular users).” 

Obviously section 7(3) of H.R. 8 is undesirable because it would improperly 
inflate the power benefits of proposed Federal projects. It would make them 
much larger than actual power revenues in all probability would be. As a result 
projects with high-cost power could be found to be feasible, although they would 
not be so considered if power benefits were computed on the basis provided in 
Budget Circular A-47. 


Views of agencies 


The views of the agencies on the subject of taxes forgone were summarized 
previously in connection with section 4(7). However, it might be well to quote 
again a part of the statement made by the Federal Power Commission in its 
comments on H.R. 8. The FPC wrote: 

“Tt is the Commission’s view that ‘taxes foregone’ properly constitute an eco- 
nomic cost which should be considered in making an economic analysis of a 
particular proposed Federal hydroelectric development. In this connection, it 
should be noted that the Departments of the Army and the Interior and the 
Federal Power Commission, in the above-cited interagency statement of March 
12, 1954, have agreed that for the purposes of project justification the economic 
analysis of a proposed Federal hydroelectric project should be made on the basis 
of including as a part of the economic cost of hydroelectric power the taxes that 
would be forgone as a result of Federal development of the project instead of 
development by a non-Federal agency of the most likely alternative source of 
power, generally a privately financed steam-electric plant, although in some 
circumstances the alternative source may be a hydroelectric project.” 


WOULD TERMINATE FPO’S AUTHORITY OVER RATES FOR POWER FROM FEDERAL PROJECTS 


Section 8(a), page 9, lines 1 through 4 


Section 8(a) opens with the following language: 

“Whenever any department, agency, or independent establishment in the ex- 
ecutive branch of the Government determines the rates to be charged for elec- 
tric power from any project on a river, stream, or lake, * * *.” 


Significance of the language 


This language would appear to place upon the agency which sells power from 
Federal projects, the final determination of the rates at which such power is to 
be sold. Under section 5 of the Flood Control Act of 1944, rate schedules of the 
Department of Interior in selling power from Army projects are to become effec- 
tive upon confirmation and approval by the Federal Power Commission. The 
same provision is in the Bonneville Project Act of 1937. But in both cases the 
authority to initiate rate schedules is not in the hands of the FPC but in the 
hands of the marketing agency. This has resulted in well-known difficulties rela- 
tive to SEPA and to some extent concerning SWPA—that is, the Interior Depart- 
ment failed to initiate needed rate changes and the FPC lacked the initiative to 
act. 

The FPC has expressed the opinion that, if enacted, the language in section 8 
of this bill would have the effect of terminating its authority over rates under 
section 5 of the 1944 act. 

Significantly, FPC has no authority over rates for power sold from Bureau of 
Reclamation projects or from the TVA. This leaves the taxpayers unprotected 
against the consequences of improperly low rates set by these marketing agencies. 


Views of Federal agencies 


The FPC has indicated that section 8(a) of the bill would by implication ter- 
minate its authority under section 5 of the 1944 act: 


ue 


shaded 


| 

| 


230 DEVELOPMENT OF WATER RESOURCES 


“In authorizing some Federal power projects Congress has found it desirable 
to have the rates proposed by the agency responsible for marketing the power 
reviewed by the Federal Power Commission as an independent body which is in 
a position to apply to the sale of power from such projects the same expert and 
impartial judgment as it is required to apply to rate control over privately owned 
public utilities, having in mind, of course, the peculiar problems of public power 
operations. For some years Congress has required the Commission to make cost 
allocations and review rate schedules in connection with Federal power projects 
constructed and operated under sections 5(a), 6, and 7 of the Bonneville Act 
(50 Stat. 731), sections 5 and 6 of the Fort Peck Act (52 Stat. 403), and section 
5 of the Flood Control Act of 1944 (58 Stat. 887), and other laws. This type 
of rate control and cost allocation authority is regarded as a proper and valu- 
able safeguard over the rates to be paid by consumers and over the reimburse- 
ment to the United States which has furnished the money for the capital invest- 
ment in the first instance. The Commission’s present limited statutory respon- 
sibilities with respect to these matters presumably would be rescinded by im- 
plication in the absence of some clarifying language in this bill.” 


DEPRECIATION OF POWER FEATURES FOR AS LONG AS 100 YEARS 
Section 8(a), page 9, lines 4 through 14 


Section 8(a) in this portion provides that, whenever any Federal agency sets 
the rates for power produced at Federal hydroprojects : 

“* * * such rates shall be established so as to recover, through annual depre- 
ciation charges, the costs allocated to the features and facilities of the project, 
other than land and land rights, which relate to electric power, plus interest on 
remaining investment thereon, the costs without interest allocated to the fea- 
tures and facilities of the project which relate to irrigation but which are beyond 
the ability of the irrigators to pay for, over the useful life of the project or a pe- 
riod of 100 years, whichever is the shorter, plus the other annual operating costs 
of such features and facilities. * * *” 

Significance of the provision 

This language has at least three significant defects: 

(1) It provides for recovery through power rates of only depreciation and 
not amortization. Amortization is generally required for Federal power projects 
because it includes the cost of land which is not depreciated. This is because it 
does not wear out, at least insofar as its site value is concerned. If the objec- 
tive of power rates is to recover from the power users all costs and thus free the 
taxpayers from bearing any of those costs, then among other items, the cost of 
land used should be recovered by means of the power rates. 

(2) The provision specifically excludes from recovery the value of lands used. 
For reasons stated above, they should be included. 

(3) The bill also provides for depreciation over a period of not more than 100 
years or the useful life of the project, whichever is shorter. Whether or not 
projects will be worn out at the end of 100 years, there is a strong likelihood 
that they might be obsolete by then. Certainly the power users through their 
rates should have paid for their cost before the end of 50 years; otherwise the 
costs of obsolescence would have to be borne by the taxpayers. In addition the 
economy as a whole would suffer because of obsolescence of productive facilities 
before the users have paid for them. 


Views of Federal departments and agencies 


The Bureau of the Budget, Department of Interior, and the Corps of Engineers 
all believe that 100 years is too long a repayment period, and have endorsed the 
use of 50 years for power facilities. 

The Bureau of the Budget in its comments on the bill wrote: 

“Section 8(a) provides that electric power rates shall be set to recover within 
100 years not only the costs allocated to power (with interest) and operation 
and maintenance costs, but the costs (without interest) allocated to irrigation 
features which are beyond the repayment ability of the irrigators. Under pres- 
ent practice, all costs allocated to power are returned to the Treasury (with 
interest) in not more than 50 years. After repayment of the power investment, 
any exess power revenues are available for repayment of the irrigation costs 
which are beyond the ability of the water users to repay. We believe that the 
repayment period for reimbursable costs should not exceed 50 years plus an 
additional development period of up to 10 years for irrigation.” 
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The Department of the Interior asserted : “We believe * * * that the proposed 
payout period of 100 years for power is excessive and that it should be limited 
to 50 years.” 

General Itschner testified for the Corps of Engineers in 1959 that: “Obsoles- 
eence of mechanical equipment, machinery particularly, is important. * * * 

“The generating equipment is something that actually does, from experience, 
become obsolescent in time. That time probably would be somewhere in the 
vicinity of 50 to 75 years.” 

The Comptroller General specifically objected to the exclusion of land values 
from the items to be recovered. He wrote: 

“Section 8(a) provides procedures and criteria for establishing power rates 
and specifically excludes therefrom consideration of costs of land and land 
rights. It is recognized that title to land acquired for water resources develop- 
ment is taken and remains in the name of the United States. We would like 
to point out, however, that the Federal Power Commission includes the costs of 
such land and land rights in the base upon which power rates are determined 
as a return upon the investment involved. This proviso, in effect, would make 
nonreimbursable all costs relative to lands and land rights which are neces- 
sarily acquired for project power purposes and thereby would prevent recovery 
by the Government of any expenditures relative thereto.” 


RATE OF INTEREST ON UNDEPRECIATED POWER INVESTMENT AVERAGED OVER PRIOR 
15-YEAR PERIOD 


Section 8(a), page 9, line 18, through page 10, line 3 


Referring to items to be included in the rates to be charged for power from 
Federal projects, the last sentence of section 8(a) of the bill reads as follows: 

“The rate of interest shall be equal to the average rate of interest (as deter- 
mined by the Secretary of the Treasury) borne by all marketable interest-bear- 
ing obligations of the United States forming a part of the public debt and issued 
by the United States during the fifteen fiscal years immediately preceding the 
fiscal year in which funds are first appropriated for the construction or modifi- 
cation of such features or facilities ; except that where such average rate is not 
a multiple of one-eighth of 1 per centum, such rate of interest shall be the 
multiple of one-eighth of 1 per centum next lower than such average rate.” 
Significance of the provision 

This provision would make the rate of interest on the undepreciated power 
investment to be recovered through power rates equal to the average rate on 
all outstanding marketable obligations of the United States during the 15 years 
before the first appropriation for the project was made. This method has at 
least two defects : 

(1) It would make the rate equal to the interest rate on the Federal debt 
during the 15 years immediately before the year in which the first appropriation 
for the project was made, This is unsound because the money is borrowed after, 
not before, the first appropriation is made. The actual cost of money cannot 
be based on the interest rate charged during the period before the money is 
spent because the money was not borrowed at that time. In a period of rising 
interest rates this method provides a hidden subsidy to the power users at the 
expense of the taxpayers. For example, for a project commenced in June 1959 
the rate would have been only 2.09 percent instead of 2.891 percent, the rate on 
marketable Federal issues in the month when the expenditure began. Of course, 
with a falling rate of interest an unfair burden would be imposed on the power 
users, since the interest charged would be greater than the actual cost of the 
money used. 

(2) This method would base the rate on all Federal marketable issues, includ- 
ing short-term notes as well as long-term bonds. This is improper because it is 
not desirable to finance with 90-day notes a long-term asset to be amortized 
over a period of 50 years. This means a further subsidy to the power users. 
For example, in 1945 the interest rate on all Federal marketable issues was 
1.718 percent and the vield on Federal bonds was 2.37 percent; in June 1959 
the rate on all marketables was 2.891 percent while the yield on U.S. bonds 
was 4.09 percent. 
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Views of departments and agencies 

The Bureau of the Budget criticized this provision on grounds similar to 
those mentioned here: 

“Section 8(a) would also base the interest rate for power facilities on the 
average rate of interest borne by all marketable interest-bearing obligations of 
the United States forming a part of the public debt and issued by the United 
States during the 15 fiscal years immediately preceding the fiscal year in which 
funds are first appropriated for construction or modification of the facilities, 
The Bureau of the Budget believes that interest costs for a project should be 
computed on the basis of the current average market yield on long-term market- 
able obligations of the Treasury at the end of the fiscal year preceding the 
fiscal year in which construction begins. This would bring the interest payments 
for a project in line with the actual interest cost to the Treasury of the funds 
invested in the project.” 

The Federal Power Commission proposed revisions similar to those of the 
Treasury : 

“* * * Tt is the Commission’s view that the interest rate to be used in estab- 
lishing Federal power rates would be more appropriately determined on the 
basis of the current long-term borrowing rate of the Federal Government for 
bond issues having a maturity date of not less than 15 years, issued during the 
year the investment is incurred or the construction undertaken, and that as an 
alternative for determining that interest rate during years in which no such 
long-term bonds are issued, the rate could be determined with reasonable accu- 
racy on the basis of the rate of yield at that time on outstanding long-term 
Government bonds.” 

The Comptroller General also opposed this language in section 8(a) : 

“Section 8(a) would also provide for interest on the Government investment 
in power features equal to the average rate of interest borne by all marketable 
interest-bearing obligations of the United States forming a part of the public 
debt and issued during the 15 fiscal years immediately preceding the fiscal year 
in which funds are first appropriated for construction or modification of the 
power features concerned. This criteria would require inclusion of all short- 
term Treasury marketable issues such as (1) bills generally having maturities 
of 90 days, (2) certificates of indebtedness with maturities not exceeding 1 year, 
and (3) notes issued with maturities of not less than 1 year or more than 5 
years. These Treasury issues are shown to represent about 46 percent of the 
U.S. marketable obligations outstanding on June 30, 1958. Inasmuch as such 
short-term securities generally bear lower interest rates than regular bond 
issues with maturities comparable to the repayment requirements of the Federal 
investment in water resources development projects, inclusion thereof in interest 
computations will undoubtedly result in a reduced rate of interest. In our audit 
reports of water resources development projects we have recommended that the 
rate of interest on repayment of the Federal investment should be based on the 
long-term borrowing rate of outstanding marketable obligations of the United 
States for a term of several years as determined in consultation with the 
Secretary of the Treasury.” 

The Secretary of the Treasury proposed that this provision be amended so 
as “to make it conform with Treasury policy in such matters.” 


Mr. Epmonpson. Was permission obtained, Mr. Chairman, to put 
in the record the complete statement of Mr. Robinson, including the 
statements which accompanied it as exhibits? 

Mr. Davis. No, but without objection his full statement and the 
exhibits attached will be made a part of the record. 

Mr. Epmonpson. Thank you. 

(The documents referred to are as follows :) 


STATEMENT OF CrtARLES A. ROBINSON, JR., STAFF ENGINEER, NATIONAL RURAL 
ELEecTRIC COOPERATIVE ASSOCIATION IN Support oF H.R. 8 


Mr. Chairman and gentlemen of the committee, my name is Charles A. Robin- 
son, Jr. I am the staff engineer of the National Rural Electric Cooperative 
Association. 

Those persons and organizations which advocate enactment of H.R. 8 represent 
rural electric cooperatives, public power districts, and municipal electric utility 
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systems in nearly every State of the Union which, collectively, purchase approxi- 
mately 25 percent of all. hydroeleetric energy generated at Federal multiple- 
purpose flood control, navigation, and reclamation projects. Rural electric sys- 
tems alone are now paying Federal power marketing agencies some $50 million 
per year for wholesale energy. 


THE NEED FOR STATUTORY STANDARDS 


It is our contention that an urgent need exists for supervisory legislation to 
assure control by Congress of Federal water resource policy, and -to achieve 
stability in its administration—a need for law to replace the overabundance of 
administrative discretion which tends to subject water resource policy to ad- 
ministrative politics, to encourage uneconomic practices, create delay, and defeat 
efficiency. 

Two major problem areas are generally recognized by most parties interested 
in water resource development; First, our national water supply is running out. 
The chairman of the Senate Select Committee on National Water Resources re- 
leased just 2 weeks ago a memorandum in which he pointed out the really serious 
water crisis which this Nation faces. He said in part: 

“The United States is not running out of water. But water trouble threatens 
because demands are growing faster than facilities are being provided to make 
the resource available for use and to protect its quality. * * * 

“While most Americans tend to take water for granted, authorities say the 
amount which can be made available for use is definitely limited. * * * 

“In most areas, the key to adequacy of the water supply is the construction 
of dams and reservoirs to conserve water for release as needed for water sup- 
ply, to dilute pollution, keep navigation moving, generate hydroelectric power, 
preserve fish and wildlife, and for other purposes. These reservoirs must be 
planned in systems which will both regulate the flow of streams for flood pro- 
tection and at the same time conserve water for beneficial uses. Few river 
basins as yet have anything like adequate reservoir capacity to meet growth 
needs.” 

Second, as far as Federal water resource development is concerned, differences 
between administrative agencies charged with separate phases of Federal water 
resource administration must be resolved, and the effects of policy differences 
between successive administrations mitigated. How better can these problems 
be met than by the establishment of statutory standards to guide all adminis- 
trative agencies? 

Even the Assistant Secretary of the Interior for Water and Power who, under 
date of July 9, 1959, transmitted to this committee his disapproval of H.R. 8, 
concedes the need for such legislation. He stated: 

“We are in full agreement with the desirability of having a sound national 
water resources policy set forth for guiding the work of the various agencies in 
planning water resources development projects, but in our opinion, the subse- 
quent sections of the bill contain a number of provisions that would not con- 
tribute to such a sound national policy.” 

And on December 14, 1956, Mr. Joseph Campbell, the Comptroller General, 
stated in commenting on Senate Resolution 281: 

“To resolve the matter of reaching firm cost allocations, we believe Congress 
should take one of the following alternative courses of action: 

“1. Establish policies and criteria for making cost allocations and designating 
specifically the agency to make the allocations. * * * 

“2. Establish policies and criteria for making the cost allocations and desig- 
nating the Federal Power Commission to make the firm cost allocation wherever 
power is a purpose of the project. * * * 

“3. Establish policies and criteria for making the cost allocations and re- 
quiring the construction agency, the power marketing agency, and the Federal 
Power Commission jointly to submit appropriate reports and allocations of the 
— es the Congress, or its designated committees to approve an alloca- 
tion. * * * 

“Under either alternative, we believe the Congress should require that the 
cost allocations or the report on cost allocations be made and submitted about 
the time the project is substantially completed and placed in operation. * * * 

“Policies and criteria used for cost allocations and related matters have not 
been uniform between the agencies having water resource development re- 
sponsibilities, Notwithstanding the efforts in recent years of the Inter-Agency 
Committee on Water Resources (and its predecessor, Federal Inter-Agency 
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River Basin Committee), the Presidential Advisory Committee on Water Re- 
sources Policy, and the Bureau of the Budget to formulate mutually acceptable 
principles and procedures, we believe that the Congress should provide the 
basic framework of policies and criteria. (Italic supplied.) Among the fae- 
tors in which the congressional intent may be expressed are: 

“(1) Benefits and costs to be considered in the benefit-cost analysis for the 
evaluation of projects and in the allocation formula. Under this factor the 
Congress may want to consider the degree to which secondary benefits and 
indirect costs are to be included in determining the total benefits and total 
costs. 

“(2) Costs to be included for purposes of allocation and to be repaid by 
beneficiaries ; that is, whether interest in the Federal investment, costs of other 
Federal agencies applicable to the project, and similar costs not paid directly 
by the constructing agency are to be classified and recorded as costs of the 
projects. 

“(3) Number of years to be used as the basis for realization of project bene 
fits and repayment of reimbursable project costs. 

“(4) Rate of interest and method of computation. 

*“(5) Costs applicable to other purposes to be repaid by power revenues. 

“(6) The purposes to which costs are to be allocated and the criteria for 
allocation. * * *” 

As to H.R. 8 itself, the Comptroller General stated in a letter of April 8, 
1959 to the chairman of this committee: 

“This bill would, in effect, establish policies and provide procedures and 
criteria governing the determination and allocation of costs and benefits of 
water resources projects under Federal jurisdiction and the determination of 
rates to be charged for electric power produced in connection therewith. The 
establishment of policies and the procedures and criteria to be used in allocating 
eosts and benefits and in determining rates to be charged for electric power 
in connection with water resources projects are matters of policy primarily 
for the determination of the Congress, and, therefore, we make no recom- 
mendation concerning the enactment of the bill. 

“We are in full agreement with the desirability of having a national water 
policy set forth by legislation to guide the various agencies concerned in 
planning, operating, and maintaining water resources development projects. 
We have consistently emphasized the need for such criteria and have on many 
oceasions included comments in audit reports to the Congress on the absence of, 
and the need for, prescribing such criteria by legislation. We are of the view 
that H.R. 8 will provide generally this criteria but we offer the following com- 
ments on the bill for your consideration.” 


COST ALLOCATIONS 


Section 6(3) of H.R. 8 would apply to the hydroelectric features of Federal 
multiple-purpose projects, the “incremental” method of cost allocation, with 
the principal purpose of the project considered basic. This provision is 
grounded on the fact that only in isolated instances does the Federal Govern- 
ment construct hydroelectric plants as such. Projects under the jurisdiction of 
the Corps of Engineers are usually authorized and constructed for flood control 
or navigation, or a combination of these purposes. Hydroelectric power is 
usually included as an incidental feature. 

The same principle applies to most Bureau of Reclamation projects. And 
although power features were included in reclamation projects at an earlier 
date than they were in flood control and navigation projects, power has been 
considered as a benefit incidental to the principal purpose of providing agri- 
cultural, municipal, and industrial water supply for the arid areas. Power 
generated at reclamation projects is first used as needed to operate the irri- 
gation water pumps. And, a substantial part of the revenue derived from 
the sale of the remaining power is used to repay the cost of project irrigation 
features. 

But the very fact that the electric power features are lucrative, tends to 
induce the false belief that power is a principal project purpose. Actually it 
is not. 

The administrative agencies responsible for operation of the Federal water 
resource development program have themselves misconstrued the intent of Con- 
gress. They have, gradually, abandoned the original concept of power as inci- 
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change that has created an apparent need for rate increases, and poses to the 
power user a serious economic dilemma. 

The cost allocation problem particularly plagues the multiple purpose dams 
on the main stem of the Missouri River and in the White, Red, and Arkansas 
Rivers basins of the Southwest. 

In 1953, the Bureau of Reclamation was allocating 31 percent of the cost of 
the main stem Missouri River plants to hydroelectric power and 69 percent to 
flood control and navigation, upon the theory that power was an incidental 
purpose of these projects which were originally designed to afford a 9-foot-free- 
flowing navigable waterway, conservation of water for upstream irrigation 
features and flood protection to the lower Missouri and Mississippi Valleys. 

However, since 1953, the Bureau has revised these cost allocations, and now 
allocates 68 percent to power and 22 percent to flood control and navigation. 

The Southwestern Power Administration originally allocated approximately 30 
percent of project costs to hydroelectric power. By contrast, the Department of 
the Interior now allocates approximately 52 percent of project cost to power. 
The authorization for the first two projects in the Southwest, Norfolk and Deni- 
son, expressly ordered the incremental method of cost allocation as contained in 
section 6(3) of H.R. 8. For these two projects the present allocation to power 
is 82 percent and 47 percent respectively, and it is interesting to note that were 
the now prevalent separable costs-remaining benefits method applied to these 
two projects, hydroelectric power would bear 48 percent and 66 percent of con- 
struction cost respectively. 

At this point, Mr. Chairman, I would like to call the attention of the commit- 
tee to an administrative agreement between the Departments of the Interior and 
Army and the Federal Power Commission dated March 12, 1954, entitled “Cost 
Allocation,” which is attached hereto as exhibit A. This agreement stipulates 
three methods of cost allocation as acceptable by the signatory agencies. They 
are (1) Separable costs-remaining benefits, (2) Alternative justifiable expendi- 
ture, and (3) Use of facilities. 

Bearing in mind these three methods that have been agreed upon as acceptable 
by the administrative agencies, let me also call your attention-to table I, at- 
tached hereto as exhibit B. Table I contains a list of 22 various Corps of 
Engineers and Bureau of Reclamation multiple-purpose projects. It also con- 
tains, for each project, a tabulation of the percentage of project-construction 
cost that would be allocated to hydroelectric power under six separate methods 
of cost allocation, each of which is being or has been used by one or more 
agencies of the Government at some time. The last line of table I shows the 
average allocations calculated by applying the six different methods of cost 
allocation to all of the projects, Note that the separable costs-remaining bene- 
fits method and the alternative justifiable expenditure method each result in 
an overall figure of 61.3 percent of construction cost allocated to power, and that 
the use-of-facilities method results in an average allocation to power of 62.8 
percent. 

Thus, the three methods recommended by the administrative agencies are those 
which, on the average, result in the allocation to hydroelectric power of high 
portions of project construction cost. Note also that the priority-of-use method 
results in a 53.8 percent allocation, the incremental method in a 50.8 percent 
allocation, and the specific-costs method in 34.7 percent allocations. None of 
these, which result in lower allocations of cost to power, are acceptable to the 
administrative agencies. 

We are not contending for general application of the specific cost method which 
results in the lowest allocation to power. We are contending for general appli- 
cation of the “incremental” method which, in our opinion, best follows the in- 
tent of Congress, and which, for the 22 projects studied, would result in an alloca- 
tion to power of approximately 50.8 percent of the project cost. 

It is our position that the 1954 agreement between the Departments of Interior 
and Army and the Federal Power Commission is without congressional sanc- 
tion, and a departure from congressional intent, because it establishes cost- 
allocation procedures which not only fail to recognize the general proposition 
that power is usually an incidental purpose, but, in fact, goes far beyond and 
effectively holds that for practical purposes power is never an incidental purpose. 

It is true that there may be some projects in which power is a principal 
feature. And in such cases, use of the separable costs-remaining benefits method 
or the alternative justifiable expenditure method would be appropriate. We 
feel, however, that the general rul@ should favor the incremental method because 
power is, in most cases, an incidental purpose. 
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RECOGNITION OF FUTURE DEVELOPMENT 


Section 7(1) of H.R. 8 is an attempt to recognize, in the calculation of bene 
fits attributable to a given multiple-purpose project or unit, the value of future 
economic development in the area, and the assumption, in calculating such bene- 
fits, that comprehensive basin development will proceed in an orderly manner. 

There has been substantial administrative reluctance to accept and utilize ini- 
tial appropriations for the first units of comprehensive river basin developments 
on the ground that the benefits attributable to the initial units will not accrue 
until other projects of the plan are completed. This problem arises especially in 
the case of developments which include navigation and power facilities. A given 
navigation channel is, of course, not usable until each of the locks and dams 
constituting it are complete. 

This section of the bill may merely be declaratory of existing practice in some 
instances, but we feel it should be established as a statutory standard to guide 
all of the affected construction agencies. 


TAXES FORGONE 


Section 7(3) of the bill is an attempt to preclude application of the “taxes 
forgone” provision of Budget Bureau Circular A-47. 

Paragraph 8(h) of that directive reads as follows: 

“Value of electric energy to be produced. This is equal to the lower of two 
figures: (1) The cost of equivalent energy from the cheapest alternative source 
of energy—private, Federal, or other—that is available, or could be expected to 
develop in the absence of the project, to meet the same power need. Taxes and 
interest charges for this alternative source should be computed on a basis com- 
parable with the project. * * * (2) Value of power to users (considered as the 
highest price they would pay, and applicable especially where the cost of alterna- 
tive power would be prohibitive for particular users) .” 

The language has been interpreted as a mandate upon the power construction 
agencies to base their calculation of power benefits upon the cost of securing 
alternative power from a phantom Federal steamplant which would be the most 
unlikely of any imaginable alternative to actually develop. 

It is a criterion which causes the power facilities of many multiple-purpose 
Projects to appear less desirable, and, in some cases, reduces, below unity, the 
benefit-to-cost ratio of power features. 

Thus on June 10, 1957, the House Committee on Public Works, in considering 
authorization of power features for the Lone Rock and Gilbert Reservoirs, on 
the White River, was told by the Corps of Engineers that the benefit-to-cost 
ratio, considering taxes forgone, would be 0.83, whereas were this test not 
applicable, the benefit-to-cost ratio would be 1.1 and no question would arise 
concerning the economic justification of the authorization. 

The theory of “taxes forgone” is economically unsound. For, although a 
small increment of tax revenue might be created were a private plant constructed 
in lieu of the Federal project, it does not necessarily follow that because a Federal 
plant is substituted for the private plant, an equivalent reduction in tax con- 
tributions would occur. 

Experience is just the converse. It indicates that the construction of a Fed- 
eral multiple-purpose project generally stimulates the local economy to the extent 
that tax revenue from the geographical area in which the project is located 
increases substantially. 

Nor is the “taxes forgone” provision of Budget Bureau Circular A-47 based on 
any statute or other express congressional approval. 

During hearings by the House Public Works Committee on the 1957 rivers 
and harbors omnibus bill, the chairman of the Rivers and Harbors and Flood 
Control Subcommittee of the Senate Committee on Public Works, appearing 
as a witness, questioned the Chief of Engineers as follows: 

“Senator Kerr. I would like to ask my good friend, the Chief of Engineers, 
if he knows and if he can tell this committee how many of them (projects) 
are on the statute books today carrying the burden of the principle of taxes 
forgone. 

“General IrscHner. I do not know of any hydroelectric projects that are 
authorized today that have the provisions in it.” 
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PROTECTION OF IRRIGATORS 


Section 8(a) of H.R. 8 is intended to be declaratory of existing Federal 
policy by which that portion of project construction cost allocated to irrigation 
and which is beyond the ability of the irrigators to repay may be, to the extent 
necessary, recovered from the establishment of an appropriate rate for com- 
mercial power sales, 

A REASONABLE PAYOUT PERIOD 


Section 8(a) also establishes, for the hydroelectric features of. multiple- 
purpose projects, a payout period based upon useful project life or 100 years, 
whichever is the shorter. This is an attempt to conclusively controvert para- 
graph 14(a) of Budget Bureau Circular A-47 which limits the repayment period 
to the lesser of the useful project life or 50 years. 

The 50-year limit established in Budget Bureau Circular A-47 is, with respect 
to Corps of Engineers projects, not required by law. 

Section 5 of the Flood Control Act of 1944 specifies: 

“Rate schedules shall be drawn having regard to the recovery (upon the basis 
of the application of such rate schedules to the capacity of the electric facilities 
of the projects) of the cost of producing and transmitting such electric power, 
including the amortization of the capital investment allocated to power over 
a reasonable period of years.” [Italie supplied. ] 

We contend that phraseology “reasonable period,” when considered in connec- 
tion with the durability of earth and concrete structures, should not be arbitrarily 
limited to 50 years. 

During the 1956 hearings held by a subcommittee of the Senate Committee 
on Public Works to investigate the need for a Federal power rate increase 
in the Southwest, the chairman of the subcommittee asked Mr. Wright, the 
Administrator of the Southwestern Power Administration : 

“Senator Kerr. Now what is your opinion, and I am going to ask the engi- 
neers about this also, and if you do not have an opinion you do not need to 
give it, but I have a lot of respect for your engineering ability as well as the 
Army Engineers, what is your opinion as to the average useful life of these 
flood contrel projects in this growp of seven? 

“Mr, WricHT, I think there are some of them down there that are good for 
at least a thousand years. I think that we have none in the area that is not 
good for at least 150 years that are included in this study. 

“Senator Kerr. Would you think the average life of them would reasonably 
be estimated at 500 years? 

“Mr. WricHT. I do, Sir.” 

It is generally conceded that the revenue from project hydroelectric features 
will accrue to the Federal Government for a period in excess of 50 years. No 
reason is, therefore, apparent to us why the payout period cannot be calculated 
to run coincidentally with the anticipated useful life expectancy of the reim- 
bursable features of the project without regard to arbitrary limitations such 
as the 50-year period specified in Budget Bureau Circular A—47. 


INTEREST RATES 


Section 8(a) of H.R. 8 seeks aiso to stabilize the rate of interest applicable 
to funds invested in multipurpose projects by providing that the interest rate 
shall be equivalent to the average rate of interest borne by all marketable, 
interest-bearing obligations of the United States during the 15 years preceding 
the appropriation of initial construction funds. 

In our opinion, this provision will minimize fluctuations in the interest rates 
applicable to successively authorized projects resulting from short-range varia- 
tions in the cost of money. 


RETROACTIVE APPLICATIONS 


Section 9 of the bill would apply its substantive provisions to multiple-purpose 
projects previously completed. 

The comment of the Secretary of the Interior on this portion of the bill 
states that: 

“As a general rule, such retroactive provisions are not desirable; however, 
the merits of including a retroactive provision in this bill could be judged only 
after it is modified with respect to project formulation, cost allocations, and 
charges for project services.” 
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On the presumption that the Secretary approves what he has already done, 
in applying retroactively to previously constructed projects the justification 
and cost allocation criteria which he deems desirable, his comment here to the 
effect that such action is undesirable is hard to understand. It could be also 
implied, from the Department’s comment, that were the bill modified to con- 
form with existing administrative policy, there would be no objection to retro- 
active study already accomplished with respect to projects previously com- 
pleted. This is, in our opinion, a most revealing statement by the Department, 


RECOGNITION OF ALL BENEFITS IN DOLLAR TERMS 


Section 5(a) of H.R. 8 would implement the language of section 3 by requiring 
that, in submitting reports and recommendations to Congress for project authori- 
zation and appropriations, such reports would be based upon the study of 
an entire basin. This section also would be, to some extent, declaratory of 
existing policy but would assure administrative adherence and preserve uni- 
formity of future studies. 

Section 5(b) is an attempt to assure that all recognizable benefits will be 
included in benefit-to-cost ratios, and that all benefits, to the extent possible, 
will be expressed in dollar values. 

Paragraph 14(j) of Budget Bureau Circular A-47, revised, provides: 

“Until standards and procedures for measuring secondary benefits are estab- 
lished by amendment of this circular, the benefit-cost analysis of any program 
or project shall be based upon primary benefits * * * despite the importance 
of effects which are local or regional rather than national in character, such 
effects shall not be considered as part of the benefits-cost analysis; rather these 
effects shall be fully evaluated as part of the analysis of the relation of the 
project to sound local and regional economic development. * * *” and 

Paragraph 15 of Budget Circular A-47, revised, provides that: 

“The associated costs to be incurred and induced costs which will result from 
a proposed program or project shall be subtracted from benefit estimates before 
a comparison of benefits and costs is made. Induced costs shall be evaluated 
as extensively and fully as benefits. * * *” 

In effect, Budget Bureau Circular A-47 precludes the use of secondary bene- 
fits in the benefit-cost analysis, but requires the inclusion of so-called induced 
or indirect costs in such calculations, thereby seriously impairing the validity 
of apparent project evaluation studies. 

An excellent example of the problem of evaluating intangible benefits was 
presented during the 1957 Senate hearings on S. 1164 before a subcommittee of 
the Senate Committee on Public Works. S. 1164 would have authorized the 
Corps of Engineers and Bureau of Reclamation to include in benefit-cost ratio 
ealculations a dollar evaluation of recreational benefits. 

During those hearings the Assistant Chief of Engineers for Civil Works 
testified that although the corps does evaluate recreational benefits generally, 
such evaluations are not submitted to Congress and are not included in. com- 
putation of benefit-cost ratios. 

Senate bill 1164 (1957) provided that where reservoir areas are developed by 
the Secretary of the ae or the Secretary of the Interior, the annual recrea- 
tional benefit shall be calculated as equivalent, in dollars, to the number of persons 
which might reasonably be expected to utilize the recreational facilities during 
a year, but not to exceed 15 percent of annual project costs. 

Some 100 million persons per year use Corps of Engineers and Bureau of 
Reclamation multiple-purpose projects for recreational activity. The Sunday 
supplement Parade, of May 17, 1959, carried a feature article on the recrea- 
tional use made of Federal water projects. “Without a doubt, artificial lakes, 
large and small, are the fastest growing vacation areas in America,” says 
Parade which displayed a double page map of the United States showing all the 
Federal reservoirs. Yet no recreation benefits are generally calculated in the 
benefit-cost ratios of these projects and no substantial portion of project cost 
is allocated to recreation. 

It appears to us that, with respect to recreation benefits alone, a major 
factor favoring multiple-purpose project construction is substantially ignored. 
And to the extent that because of this fact the benefit-cost ratios of some 
projects are less than 1, then to that extent we are deprived of the opportunity 
to develop a sound water resource project. 
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UNECONOMIC INCREMENTS 


Section 5(c) of H.R. 8 provides for the permissive inclusion in multiple- 
purpose projects of units or features which, although themselves exhibiting a 
benefit-to-cost ratio of less than unity, would not reduce the total unit or project 
benefits below costs. In brief, it is a provision to allow the inclusion of un- 
economic increments of benefits in a project that would not thereby be made 
uneconomic as a whole, 

Under present administrative policies, the entire plan for a particular com- 
prehensive river basin development plan must show an overall benefit-cost 
ratio in excess of unity as must each unit of such plan and each facility of 
each unit. This necessarily means that, in some cases, desirable features, such 
as municipal water supply or hydroelectric power, may be excluded from a 
particular unit or project because, as measured by the particular criteria in 
yogue at that time, they may not show a benefit-to-cost ratio above unity. 

Let me emphasize that this part of the bill is not mandatory. It is permis- 
sive only and expresses the sense of the Congress that uneconomic increments 
may be included in multiple-purpose projects, at the discretion of the agencies 
responsible for administering the law, provided that the overall economic justi- 
fication of the project is not destroyed. 


CONCLUSION 


It is anticipated by those who have developed and advocate H.R. 8 that con- 
siderable objection to it will be raised. We welcome constructive criticism and 
will accept such amendments as may be necessary to prevent damage to other 
interested parties, provided, of course, that such amendments do not completely 
destroy the major provisions. We suggest, however, that in view of the wide- 
spread acknowledgement of a need for this type of legislation, there rests upon 
the critics of H.R. 8 a burden to accompany their criticism with affirmative sug- 
gestions for an alternative approach. 

Those who support H.R. 8 believe that the Nation can no lqnger afford to 
tolerate project justification and cost allocation procedures so restrictive that 
water resource development is brought to a standstill. For to adopt a pregram 
based up criteria of this nature is to make that criteria the master of the people 
rather than their tool. 

Exursit A 


COST ALLOCATION AGREEMENT AMONG DEPARTMENT OF THE INTERIOR, DEPARTMENT 
OF THE ARMY, AND FEDERAL POWER COMMISSION 


Costs of a multiple-purpose project shall be allocated among the purposes 
served in such a manner that each purpose will share equitably in the savings 
resulting from combining the purposes in a multiple-purpose development. 


Acceptable methods (see attachment for brief description) 


(1) Separable costs-remaining benefits method.—This method is considered 
preferable for general application. 

(2) Alternative justifiable expenditure method.—This method differs from (1) 
only in employing specific costs of the various functions rather than their sep- 
arable costs. It is acceptable where the necessary basic data to determine 
separable costs are not available and the time and expense required to obtain 
the data are not warranted. 

(3) Use of facilities method.—This method is acceptable where the use of 
facilities is clearly determinable on a comparable basis and where use of this 
— would be consistent with the basis of project formulation and authori- 
zation. 


Minimum allocation 


Each purpose shall be allocated, in every case, at least its separable cost (the 
cost traceable to its inclusion in a multiple-purpose project). Limitations of 
basic data may occasionally require the use of specific cost (the cost of features 
identified solely with a single purpose) and other available data as constituting 
the best available basis for approximately separable costs. 

Legislative history 

The legislative history of authorized projects shall be considered in the allo- 
cation of cost. The authorizing act, committee reports, project justification 
documents, and similar sources disclose the nature of the proposal submitted to 
the Congress and of congressional action thereupon. 


W 


230 DEVELOPMENT OF WATER RESOURCES 


Consideration of economic costs 

In applying any one of the above allocation methods, taxes in an amount 
equal to those which would be foregone as a result of Federal development of 
the power rather than the most likely alternative development shall be included 
as an economic cost when distributing costs among the project purposes for 
analysis of economic justification, but shall be subtracted from the costs thus 
distributed to power in order to obtain the allocation of project costs to power. 


Value of power 

The value of power produced means the estimated market value which would 
be obtainable if it were to be sold on an open competitive basis, without restric. 
tion as to use or resale. The value of power shall be determined as the lower 
of two figures: 

(1) The estimated actual cost of equivalent power from the most likely 
alternative source that would be expected to develop in the absence of the 
project, to meet the same power needs, with appropriate adjustment for 
transmission costs and losses and other technical factors. 

(2) Estimated value of power to users. (Applicable where costs of 
alternative power would be prohibitive either for part or all of the power 
produced. ) 

The value of power, determined as indicated above, shall be used for com- 
putations of economic benefits in project justification and for the allocation of 
project costs. It will not be used to establish the level of power revenues, which 
are based on the amortization of project costs (Federal power investment) over 
a reasonable period of years. 


Project feasibility 
Criteria of project feasibility shall be such that, insofar as can be determined 
in advance: 

(1) Projects will be considered economically feasible when the value of 
power (as defined above) will at least equal the project costs allocated to 
power, plus the amount of taxes which would be foregone as a result of 
Federal development of the power rather than the most likely alternative 
development. 

(2) Projects will be financially feasible, i.e., they will have potential 
net revenues from power sales sufficient to reimburse the Federal Govern- 
ment for the Federal investment in power. 


Brief description of methods of cost allocation 


The separable costs-remaining benefits method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The separable cost of each purpose is estimated. 

(4) The separable cost of each purpose in the multi-purpose project 
is deducted from the lesser of each purpose’s benefits or alternate cost. 
The lesser figure is used since alternate costs is used in this method only 
if it represents a justifiable expenditure, that is, if it does not exceed the 
benefits. 

(5) From total cost of project deduct all separable costs to determine 
residual costs. 

(6) Residual costs, designated as joint costs in this method, are dis- 
tributed in direct proportion to the remainders found in step 4. 

(7) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power costs under steps 2 and 3 above. 

The alternative justifiable expenditure method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The specific cost of each purpose is determined. 

(4) The specific cost of each purpose in the multiple-purpose project is 
deducted from the lesser of that purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it 
represents a justifiable expenditure, that is, if it does not exceed the benefits. 
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(5) From total cost of project deduct all specific costs to determine Joint 
costs. 

(6) Joint costs of the multiple-purpose project are distributed among pur- 
? poses in direct proportion to the remainders found in step 4. 

(7) Allocation of project cost is determined in the same manner as under 
the separable costs-remaining benefits method. 

The use of facilities method has the following steps: 

(1) The use which is made by each purpose of joint project facilities is 
estimated on some basis which is comparable for the purposes concerned, 
using such measures of use as those of flow, reservoir capacity, energy con- 
sumption, and others as may be applicable. 

(2) The separable cost of each purpose is estimated. (In cases of minor 
importance specific rather than separable costs may be used. ) 

(3) From total cost of project deduct all separable costs to determine 
joint (residual) costs. 

(4) Joint costs of the multiple-purpose project are distributed among 
purposes in proportion to the comparable measures of use of the joint facili- 
ties estimated in (1). 

(5) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power cost under (2) above. 


Marcu 12, 1954. 


Exursit B 
Taste I.—Comparison of project cost allocated to hydroelectric power according 
to the allocation method used* 
Separa- | Alter- 4 
Total | | Petortty | Useot | Specific 
P ‘otal cost costs— usti- riority seo ncre- 
remain- | fiable of use | facilities | mental costs $ 
ing expendi- 4 
benefits ture 
Percent | Percent | Percent | Percent | Percent | Percent 
1. Fort Peck, Mont_-.----- $158, 300, 000 53.1 55.3 40.0 49.7 25.1 “f 
2. Garrison, N. Dak _ __-_- 295, 000, 000 55.0 56.9 43.0 52.0 35.2 ; 
3. Oahe, 8S. 356, 800, 57.9 59.5 46.2 54.8 251.2 33.1 
4. Fort Randall, S. Dak__.} 195, 000, 000 71.4 71.6 58.8 69, 2 39.6 4 
5. Gavins Point, 8. Dak__. 53, 000, 000 82.1 81.9 66.8 82.8 47.7 
6. Norfork, Ark__....-_--- 28, 700, 000 65.5 63.5 46.6 72.8 49.0 26.6 ; 
7. Table Rock, Ark.-Mo-_- 68, 700, 000 76.7 74.6 69.3 81.2 68.8 23.2 } 
, 8. Bull Shoals, Mo__.___-- 76, 329, 000 56. 6 55.8 47.0 65.5 56. 2 25.4 . 
| 9. Denison, Tex.-Okla_____ 62, 208, 000 42.8 44.8 31.8 60.8 31.8 21.4 4 
| 10. Whitney, Tex. 43, 988, 300 18.2 17.3 18.2 23.6 18.2 14.6 
ll. Fort Gibson, Okla_.___- 44, 857, 000 37.3 39.7 36.3 43.6 36.2 24.6 
12. Tenkiller Ferry, Okla_- 23, 772, 000 51.8 47.4 51.7 64.2 51.8 35.3 
18. Narrows, Ark. ...-...-- 13, 239, 000 40.4 36.6 40.4 66.3 40.4 21.6 
14. Blakely Mountain, Ark.| 30, 800, 000 75.2 73.1 65.0 76.3 66.3 49.7 
15. MeNary, Oreg.-Wash._| 284, 823, 800 91.6 91.6 91.6 62.7 52.3 44.7 
16, The Dalles, Oreg.-Wash_| 270, 000,000 91.6 91.6 91.5 73.8 61.1 53.0 
17. Bonneville, Oreg.- 
82, 055, 000 69.3 69. 6 49.4 68.7 47.4 43.9 
18. Colorado-Big Thomp- 
f beh tpt 158, 999, 000 41.9 38.9 35.8 (4) 35.8 26.8 
19. Colorado River storage _| ? 609, 419, 000 91.0 90.9 85.8 (4) 64.7 56.0 
20. Fryingpan, Ark__..._._ 156, 541, 000 28.5 28.4 24.6 (4) 24.6 23.5 
21. Boulder Canyon...._.-- 163, 370, 413 72.1 76.4 48.3 (4) 48.3 48.3 
22. Columbia Basin...._.-- 271, 477, 000 80.6 83.8 73.1 (4) 57.2 40.9 
Average percentages__|....-....--..- 61.3 61.3 53.8 62.8 50.8 34.7 


1 Source: Supplemental memorandum of chairmen to members of Senate Committee on Interior and 
‘ Insular Affairs, and Public Works, Jan. 24, 1957; based on data supplied by the Corps of Engineers and 
Bureau of Reclamation. 
? Average for system composed of Fort Peck, Garrison, Oahe, Fort Randall and Gavins Point. No data 
on individual projects given. 
* Includes: Glen Canyon, Flaming Gorge, Curecanti and Navajo. 
4 Not given, 


Mr. Davis. I should like to make this statement: Mr. Robinson ap- 
peared before us before, on another occasion, and he made a very 
splendid statement this morning. I have followed his statement and 
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his response to questions with very great interest. Certainly I have 
been listening carefully. 

It occurs to me that he has made such a good statement that many of 
the witnesses who will follow, perhaps 35 in number—many of the wit- 
nesses who will follow will give cumulative statements. If you will 
bear that in mind I think we can expedite this hearing. 

I should like to ask Mr. Edmondson, if it is agreeable with the com- 
mittee, to secure permission from the House that we be permitted to 
continue these hearings during general debate this afternoon, because 
all of us are pretty busy. If you can get that permission we will come 
back here at 2 o'clock. 

Now, Mr. Morgan Moulder was present before and he has a state- 
ment which he wishes to present for the record. He was excused by 
the Chair to attend to another appointment. Without objection, his 
statement will be made a part of the record at this point. 

(The document referred to is as follows :) 


STATEMENT BY Hon. MORGAN M. MOULDER IN SUPPORT OF H.R. 8 


Mr. Chairman, two basic problems are generally recognized by those of us who 
are interested in water resource development. First, national water supply is 
critical and secondly, differences between administrative agencies charged with 
separate phases of Federal water resource administration must be resolved and 
the effects of policy differences between successive administrations eliminated or 
at least mitigated. 

Although Russia has speeded up construction of all major water projects, the 
present administration overrules and frustrates actions of the Congress to provide 
adequate flood control, water development and conservation, and the administra- 
tion or executive branch of our Government is dedicated to policies designed to 
slow down the development of our water resources and to destroy public power 
altogether. Public power policy is closely interwoven with the water resources 
of this country and the economy of the Nation and our future growth depends 
upon both. Past experience has taught us that we cannot have a loose and dis- 
jointed water policy capable of being shipwrecked on the shores of administrative 
caprice and subject to the whims of whatever administration happens to be in 
power. Congress must set up legal standards as incorporated in H.R. 8, the 
Trimble bill to bar application of administrative devices to sabotage worthwhile 
projects and which will reassert the right of Congress to determine our water 
resources policy and to develop all the great river basins of this country. In 
this area as elsewhere in our constitutional system, we must make this “a govern- 
ment of laws and not a government of men.” We must have legislation which 
will set true standards for project evaluation, place project planning on a com- 
prehensive multiple-purpose, regional basis, and make our natural water resources 
available at reasonable costs to those who desire to purchase the services and 
benefits provided by such public resources. 

Others testifying today can more ably present the dangerous folly in the arbi- 
trary methods now used by Government leadership in resources development. 
But I reiterate that one of our most important domestic problems today is the 
proper development of our water resources and the enactment of the Trimble bill 
would stop the self-defeating practices of the leadership and lead to untold poten- 
tialities of the future. 


Mr. Davis. Next we have our colleague, Mr. William J. Randall. 
Mr. Randall, will you come around? Do you want to make a state- 
ment or do you want to have your statement included in the record? 
Mr. Ranpatu. I would like to have it included in the record at this 
point, Mr. Chairman. I know there are many other witnesses. It 
is not a long statement and it may be included in the record at this 
Mr. Davis. Thank you very much for your cooperation, Mr. 
Randall. 
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Without objection, your statement will be made a part of the record 
at this point. 

I see other members of the higher body present. 

Mr. McMarnu. Senator Monroney forwarded a statement he would 
like to have inserted in the record, 

Mr. Davis. I will be very glad to state for the record that Senator 
Monroney was present here, and without objection his statement will 
be made a part of the record at this point, because it was necessary for 
him to leave. 

(The document referred to is as follows :) 


STATEMENT OF SENATOR A. S. MIKE MONRONEY 


Mr. Chairman and members of the committee, I appreciate your permitting 
me to appear before you in support of the Trimble bill, H.R. 8. For many years 
the rural electric cooperatives of my State have been vitally interested in this 
legislation as a means of insuring a stable and continuing supply of electric 
power at definitely fixed rates that are not subject to sudden and uncertain 
change. 

It seems to me that the principle of the bill; namely, the right of Congress 
to establish equitable cost allocations at the time of the construction of a 
Federal multipurpose dam project, is unchallengeable. 

It is Congress which is given the sole power to authorize these multipurpose 
projects and Congress should have the right to properly evaluate the public 
service functions of the project and allocate the public costs for flood control, 
navigation, irrigation, pollution abatement, and so forth, at the time the project 
is authorized and when the construction funds are voted. 

This committee is well aware of the difficulties which have been occasioned 
by various gadets that have been imposed upon the public power rates from such 
projects in recent years. These modifications and changes result-in fluctuations 
in costs that endanger the sound long-range development of power markets for 
these farmer-owned cooperatives and have led to many controversies and much 
uncertainty. 

Among the benefits from the bill would be the fixing of a formula, understood 
by all, as to the rate of interest, and the exact amount of costs for these facili- 
ties which will be charged over the life of the project. 

The bill does not alter the right of the governmental agencies to make their 
detailed studies and reports, under definite guidelines fixed by the Congress. 
When the final figures are received, the Congress is the final arbiter of these 
costs allocations and once fixed, such allocations cannot be changed or modified 
except by the Congress itself. 

I wish to compliment this committee on its action in giving these REA officials 
the opportunity to present testimony before your committee on this important 
legislation. 


Mr. Davis. I see Judge Trimble here. Off the record. 
( Discussion off the record.) 


STATEMENT OF HON. JAMES W. TRIMBLE, MEMBER OF CONGRESS 
FROM THE STATE OF ARKANSAS 


Mr. Trimece. Mr. Chairman, Wilbur Mills wanted me to state for 
the record that he has introduced a companion bill and that Secretary 
Flemming of the Department of Health, Education, and Welfare, was 
before his committee at this time, so he could not. be here himself. He 
is for the bill and hopes it can be favorably reported. He wanted me 
so to advise the committee. 

Of course, you know, Judge Davis, I am always for it. 

Mr. Davis. We all love Judge Trimble. He is around here 24 
hours a day and I do not think there is a day that passes but. what 
he meets me or some member of this committee and has one little ad- 
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ditional word to say about H.R. 8. That is foremost and uppermost 
in his mind. I want the record to show he never misses an oppor- 
tunity to add just a word in support of H.R. 8. 

Now, then, Governor McMath. 

Mr. McMarn. Congressman Edmondson requested that Doug 
Wright be called as the next witness, and the other witnesses are 
happy to defer to Mr. Doug Wright at this time, the Administrator 
of the Southwestern Power Administration. 

Mr. Davis. All right, Mr. Wright. Will you please state your full 
name and your official connection ¢ 


STATEMENT OF DOUGLAS E. WRIGHT, ADMINISTRATOR, 
SOUTHWESTERN POWER ADMINISTRATION 


Mr. Wricut. My name is Douglas E. Wright. Iam Administrator 
of the Southwestern Power Administration, with headquarters in 
Tulsa. 

Our function is to market and distribute the electric power de- 
veloped at Federal reservoir projects in the six-State area of Missouri, 
Kansas, Oklahoma, Arkansas, Texas, and Louisiana. 

Mr. Epmonpson. Mr. Chairman, I might state in elaboration of 
what Governor McMath said that I requested the committee staff to 
contact Mr. Wright up here, because I anticipated that there would 
be some questions raised regarding the effect of these policies on the 
Southwestern Power Admuinistration’s marketing of its power. I 
would hope that Mr. Wright would direct his comments at this time 
to the committee on the line of questioning opened up by Mr. Robin- 
son’s remarks on this point, and would let us know Just how the 
Southwestern Power Administration’s operation has been affected 
by the retroactive cost allocation policies of the Administration under 
revised Circular A-47. 

Mr. Wricur. I would like to state first that I am an employee of 
the Department of the Interior and as such the policies which are 


adopted and followed by the Department of the Interior are, as an em- 
ployee, agreeable to me. So I will confine my comments to the actual 
physical effects of the change in cost allocation application in the 
Southwest on our operation, and to several items which I believe can 


be clarified for the committee, 

First, the original marketing program of the Southwestern Power 
Administration was carried out with two reservoir projects, being 
the total source of power; namely, Norfork and Denison Dams. Both 


of these projects were allocated on the incremental method, as the 
record already shows. Consequently, in estimating the amounts of 
the costs that would have to be borne in this program, the allocation 
by the incremental method was utilized in the first comprehensive 
plan presented to Congress by Southwestern Power Administration 
in this marketing program. As such there was to be allocated to 
power about $170 million in the cost of the dams that I will compare 
under this method. 

oy this method the cost allocations have changed to about $250 
million. 

Likewise, there was a weighted life given to these projects in the 
initial study of 100 years in lieu of repayment in 50 years. The 
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effect upon our marketing activities was to require a 27 percent rate 
jncrease when the change in the allocations formula was adopted. 

I would like to point out also two rather important points, I think. 
In the costs of projects in the Southwest there is carried, in addition 
to the amortization, the replacement cost, so that at the end of 50 
years the equipment, generating and otherwise, will be in at least 
85 percent usable condition. As a matter of fact, I suspect it would 
be possible to market the power from these projects today under a 
contract which, at the end of the term of the 50-year contract, would 

rovide for the sale of the project at its full estimated original cost. 
lon could secure a firm contract for that purchase, in my opinion, 
today, so that the projects will be, in my judgment, completely usable 
at the end of 50 years by replacement of generating equipment and 
otherwise. 

These costs are part of the costs that are included in our costs on 
the repayment schedule. 

Likewise, the power projects of necessity have to be considered in 
a group. In our area, for example, we have three rivers involved— 
the Arkansas, White, and Red Rivers. These projects are tied to- 

ther by transmission networks, very little of which belongs to the 
ee ary and the major portion of which belongs to private utili- 
ties and cooperative systems. These transmission networks by their 
very nature require the lumping together and the lump operation, if 
you please, of these projects. — 

For example, the Grand River Dam Authority, which is an activity 
of the State of Oklahoma, if they release large qaentijies of water 
from Pensacola Dam, we must run Fort Gibson Dam wide open, in 
which case we would close down Table Rock or Bull Shoals. We are 
doing it right now to the extent that we would not do it if it were an 
independent operation. So you have a physical relationship between 
these reservoirs. This is becoming recognized in the application of 
cost allocation procedures. 

For example, Bull Shoals project as an individual project had an 
original installation of four units—four 45,000-kilowatt units. With 


Table Rock’s construction we will go to eight units. Instead of hav- 
ing 160,000 kilowatts we will have 340,000 kilowatts in Bull Shoals 


Likewise, it is proposed that changes in physical operating methods 
of these projects will accrue, so that when you apply this cost alloca- 
tion procedure you may well assign a benefit to Table Rock Dam 
which accrues in some other project, or an attempt may be made to 
do it. You have a relationship here between projects that there is no 
getting away from, and which I think the committee should under- 
stand. 

I simply state this as a factual procedure. These cost allocations 
will not necessarily remain fixed. I mean, if you have changed physi- 
cal conditions in other things you may change these cost allocations, 
regardless of what procedure you follow whenever you put benefits 
into it. 

Mr. Epmonpson. I would like to address a few questions to the 
witness. 

Mr. Davis. All right, Mr. Edmondson. 

Mr. Epmonpson. Included in the areas which your Administration 
markets power for is one reservoir which is the largest reservoir in 
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terms of visitor attendance for recreational purposes that is admin- 
istered by the Army Engineers, I believe. 

I understand that you also have in the same area the third and fifth 
hy ad rojects in terms of visitor attendance and recreational use by 
the public. 

Could you tell us what percentage of the benefits that are figured 
in the allocation of costs are attributed to recreation in these reser- 
voirs 

Mr. Wricur. There are no benefits attributed to it. To my mind 
that is a very important point. The reservoir you have reference to 
as standing No. 1 in the Nation in national parks is Lake Texoma, 
which had about two and a half times as many visitors as Yellow- 
stone National Park; and quite frankly, if you had a recreational 
fee of 10 cents a person, what a coke costs, you would get about as 
much revenue out of recreation as you do out of the sale of power 
from the dam. 

The recreational benefits taxwise and in other ways to my mind are 
unbelieveable. 

I think I know two things the committee would be interested in 
hearing. 

I made a study of the Grand River Dam project when it was under 
study by the Government in 1941, and I found that $400,000 in taxable 
property had been taken off the tax rolls of one of the counties that 
that applied to. I found out that there was $2 million worth of boats 
alone added to the tax rolls in the reservoir. Then I started around 
the reservoir to the cabins and cottages and residences that had been 
built, and I got up to about $3 million in the first 20 miles, and quit. 
So that the wealth you create around these projects, and the wealth 
of recreation, is enormous. 

I just spent this last weekend—I am a rather poor man and I have 
to save about a year for one of these weekends—but I just went to 
the White River in Arkansas and had a delightful boat trip catching 
mountain trout. I left $150 of my money there for myself and three 
of my family. Somebody is going to pay a lot of taxes on that money 
to somebody, because I did not get very much out of it but a boat and 
a guide, and not many fish. 

Mr. Epmonpson. But not any of that benefit is being figured today 
in costs under existing policies, is it / 

Mr. Wricut. None whatsoever. 

Mr. Epmonpson. No further questions. 

Mr. Davis. Are there any questions? 

_ Mr. Scnerer. You might have spent the weekend up in my district 
if you were not down in the Southwest. 

Mr. Muwa. Yes, we have good trout streams, as good as in the 
Southwest. 

_Mr. Wricnr. I did that in the early part of my life. I married a 
girl in southwestern Pennsylvania and | think it is time to move my 
expenditures to another area. 

Mr. Scuerer. That is the trouble. Not only are the factories in 
Ohio, Pennsylvania, and Massachusetts moving because of your low 
labor rates—and I am not criticizing now—but the cheap power rates 
are causing them to move too. So what the Government gains from 
taxes down there it loses in our area. 


ir 
01 
T 
P 
a 
le 
el 
te 
b 
tl 
ct 
: 2 
| 1 
oO 
a 
ti 
: e 
is 
t] 
P 
fe 
d 
b 
a 
| Ww 
y 
b 
ti 


DEVELOPMENT OF WATER RESOURCES 237 


Mr. Wricut. I would like to make this point about low power rates 
in the area. 

The power rates of the Southwestern Power Administration must 
of necessity fall into the pattern of power marketing in that area. 
The power produced at a few hydroelectric projects is but a fraction 
of that used by these people. The greatness of the Southwestern 
Power Administration and what we are able to do down there, and 
will continue to be able to do if we are not priced out of the market, 
and there is a serious danger of that, is that we have interconnected 
with all utility systems and others down there, so that we have the 
lowest rates in the United States, the REA cooperatives, at the pres- 
ent time. Seventeen of the utility companies in that area stand in the 

op 20. 
n addition to that, those utility companies’ rates are that way not 
because we set any yardstick and not because we are the power in- 
dex of prices, but because they have a lower cost. fuel, and because 
these hydroprojects have contributed to the total picture this peaking 
capacity. 

You are getting into thermal plants now that operate at 1800 and 
2000 degrees temperature. It takes you about 20 hours to close one 
of those plants down and the same time to bring it back up. Bull 
Shoals, you can whip that baby on and you wouldn't even know it. 
That is the integration that is causing this. 

Mr. Scuerer. As I said, I am perfectly willing that every segment 
of the country prosper, provided it does so competitively. If the 
Southwest and the Tennessee Valley does it competitively with Ohio 
and Pennsylvania and Massachusetts, fine. I just do not want my 
taxpayers to subsidize anybody down in those sections so that we 
cannot compete with them. That is all I am interested in. 

Mr. Smira. Will the gentleman yield / 

Mr. Chairman, I want to comment upon these questions that im- 
plied that the concept of the economy of the United States and the 
economy of the country is rigid, and it is just one big piece of pie that 
is never going to grow. The implication is that if any other part of 
the country increases its wealth one iota, it comes from an existing 
part of the country. 

I think that concept of this rigid limitation of the wealth of this 
country, if it had been in effect 175 years ago, when the country was 
founded, would have meant that our wealth would be no greater to- 
day than it was in 1790. If we operate on the idea if we provide any 
benefits for any part of the United States, they are going to be taken 
away from some other part of the country, then we might as well 
close up shop as far as the development of the resources of the United 
States is concerned. 

We had a good statement, I think, from Senator Fulbright earlier, 
about the idea of the taxes gained and the wealth gained from this 
development of our resources. I come from a part of the country 
where the Government spent a great deal of money in the last 32 
years in the providing of a flood control program, but the money spent 
by the Government over the years is only a small part of the addi- 
tional taxes that have been paid by the people in that part of the 
country, and the wealth that has been created. 

Mr. Scnerer. I voted for your flood control program. 
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Mr. Smirn. And I appreciate it, but I hope we don’t adopt the idea 
that any benefits to any part of the country other than where we 
individually live are going to take away ae ew from the wealth 
of our individual section of the country, individually or as a whole. 
We have to continue to develop the resources of our country. We 
might have disputes about the exact development and how it is done, 
but certainly the economy of the country is not a piece of pie whereby 
if somebody gets a bigger share it is going to be taken away from 
somebody else. It has to keep growing. 

If we believe in the free-enterprise system of this country, it is go- 
ing to keep growing, but it is not going to keep growing if we go 
contrary to the free-enterprise system and try to restrict it by pre- 
venting the development of our natural resources. 

Mr. Sitnees No; you know I am talking about the subsidization 
of power rates by the taxpayers. That is what I am talking about. 

Mr. Wricur. There is one other point in this connection of repay- 
ment that always concerned me, and which I believe nobody as yet 
has recognized. Let us assume 50 years passed, and it will pass 
rather quickly. Some of us, or maybe most of us, will not be here, 
but at the end of 50 years Denison baa is paid out. What will you 
do with it? Take the power away after that time? I think not. 
You will continue to charge for it, and then Denison will be a source 
of absolutely free revenue to this country, from the time that Denison 
Dam gets in the paid-out position—from then on. 

If you did take Denison away you would put the power marketing 
situation in an impossible deal, but under present concepts Denison 
Dam is supposed to repay and then the thing is completely silent about 
what you do with the dam thereafter. 

In my judgment the Government has not spent money here, but 
the Government has made an investment. If the Government wants 
to get out of the power business, I will get you out of it in the 
Southwest and take 10 percent of what I can get for these projects 
above what they cost. 

Mr. Davis. I would like to get into this general discussion myself, 
but I think we can expedite the hearings by listening to these wit- 
nesses who come along. Mr. Wright, you have been very helpful, I 
am sure. 

Mr. Cramer. Do I understand the purport of your testimony to 
be that you would not necessarily object to retaining from the stand- 
point of your operations—to retaining the 50-year amortization pro- 
posal rather than 100 years, as contained in the bill ? 

Mr. Wrieur. I would for the Department of the Interior, and what 
I would like or not like is a matter of no importance. 

Mr. Cramer. I understood your testimony to be to the effect. that 
over a 50-year period these projects have been paid up without sub- 
stantial increased rates ? 

Mr. Wricut. Under the present repayment schedules it is contem- 
plated they are sufficient to pay them out in 50 years if no more changes 
in cost allocations are made. But further changes could be made and 
after they are paid out it is my conclusion most of these dams will 
operate for at least another 100 years, and most of them for another 
200 years. 

Mr. Mumma. How about the silt ? 
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Mr. Wrieut. The Army Engineers, and I am very happy to accept 
their testimony in this regard, have no project with an estimated life 
of less than 150 years in the Southwest. Most of them are much 
longer than that, and that includes very careful analysis of the silt 

roblem. 

Silt deposits in a funny way. Most of it does not deposit in the 
reservoir. The silt hits the still water in a reservoir and it deposits 
then on the delta, like on the Mississippi, and then it deposits up the 
river for two or three hundred miles. When you study the silt ques- 
tion you are not studying the deposit in the reservoir only, but the 
whole river basin proposition. The Corps of Engineers estimates 
the minimum life of 150 years for any project down there. 

Mr. Mumma. I heard it is a lot shorter for Boulder Dam. 

Mr. Wricur. It was proven in one of the dams on the Colorado 
River. One of the diversion dams has been replaced now. It has 
finally been filled with silt, but the Colorado River raised for several 
feet, back two or three hundred miles. 

Mr. Mumma. May I make a statement, Mr. Chairman? I want to 
go over on the floor now. There are two new Republican Members 
from Pennsylvania who were elected yesterday who are going to be 
sworn in. 

Mr. Davis. Why, sure. 

Off the record. 

(Discussion off the record.) 

Mr. Davis. Mr. Baldwin? 

Mr. Batpwin. Do you obtain power from any reclamation projects ? 

Mr. Wrieurt. No, sir. 

Mr. Batpwin. Just the Corps of Engineers? 

Mr. Wrieur. That is correct, sir. 

Mr. Davis. If my colleagues will bear with me, we will go along 
for a few minutes more. I rather anticipate a quorum call early, but 
then we will come back at 2 o’clock. I am hopeful we can conclude 
this hearing today. A lot of these men want to get back. They do 
not want to stay too long. 

All right, Governor McMath. 

Mr. McMarn. Mr. William T. Crisp, who is executive manager 
and general counsel of the Tarheel Electric Membership Association, 
Inc., of Raleigh, N.C. 

Mr. Davis. Come around, Mr. Crisp. 


STATEMENT OF WILLIAM T. CRISP, EXECUTIVE MANAGER AND 
GENERAL COUNSEL, TARHEEL ELECTRIC MEMBERSHIP ASSO- 
CIATION, INC., RALEIGH, N.C. 


Mr. Crisp. Mr. Chairman, and Mr. Cramer, too, because he is an 
old classmate of mine from North Carolina. 

Mr. Cramer. I thought I recognized you. 

Mr. Crisp. Mr. Chairman, I am a lawyer and I am from Raleigh. 

Mr. Davis. May the Lord help us if you and Bill Cramer, who is 
a good lawyer also, tie up here. 

r. Crisp. It wouldn't be anything new, Mr. Chairman. We used 

to tangle in the student legislature. 
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I represent the electric cooperatives of North Carolina, and I also 
represent what we call the Tri-State Power Committee, which is 
composed of representatives of the cooperatives in Georgia, South 
Carolina, and North Carolina, with regard to the development and the 
marketing of power from the upper Savannah River. 

I wanted to throw that. base in if I could, because there are few, if 
any, other southeastern witnesses here today. I think I can say pretty 
authentically that I do represent these three States with regard to the 
issues in this bill. 

This is a complicated bill. I do not believe I have ever seen a bill 
as short as this bill, 11 pages long, that assumes to reshape and redefine 
as complicated an area of public policy as this bill does. I want to 
say to you that in my opinion the greatest argument for the bill is that 
we do need, and we need to have it adopted by Congress, the compre- 
hensive policy that is going to be abided by in the future in the pro- 
motion of the development of our natural resources. 

When you consider what has happened since Teddy Roosevelt 
kicked off the traces on this subject some 55 years ago, it seems to me 
that the Congress has delayed long enough in coming up with a singu- 
lar statement that covers these various policy aspects, Mr. Chairman, 
and returns to itself, in a very real sense, the decisionmaking authority 
in this field. 

There is one part of the bill I want to talk to in the way of not re- 
buttal, but in the way of response to a question that Mr. Cramer put 
to the first witness here this morning—that is, the part of the bill in 
section 3(a) on page 2 which declares it as the policy of the Congress 
that “The river basin shall be deemed a single resource,” et cetera. 

Mr. Cramer put the question, if I remember correctly, Would this 
not withdraw from the regulatory jurisdiction of the Federal Power 
Commission that Commission’s authority to make decisions, and so 
forth, in regard to incidental projects within what would be defined 
as a single-basin area? 

I think the answer to that question is “No,” because I think this 
being merely a policy declaration, that the Supreme Court of the 
United States might find you hadn’t implied it concretely enough to 
do that. I have good precedent, Mr. Chairman, to base that opinion 
upon. 

ee will recall, I am sure, that some 7 years ago the Secretary of 
the Interior, Oscar Chapman, was appearing before the Supreme 
Court of the United States contending that in a basin plan approval, 
that the Congress had made for the Roanoke River Basin, that the 
Roanoke Rapids damsite had been withdrawn from the jurisdiction 
of the Federal Power Commission, and that it was without power to 
ant. a license to the Virginia Electric Power Co. to build that dam. 
That case went all the way to the Supreme Court, and in a decision 
that I think was 5 to 3, although I am not sure, the Court without de- 
ciding as to the merits of whether the Virginia Electric Power Co. 
should have that damsite, made the statement that the Congress 
had not legislated clearly enough to withdraw that site from the 
jurisdictional ability of the Federal Power Commission to grant a 
license on it. 

I would say then to Mr. Cramer that if the implication contained 

in his question is true, that is to say, that if this particular paragraph 
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would withdraw from the Federal Power Commission the unequivocal 
ability to grant a license in a case like this, I would be all the more 
for it, because there was an instance—and it was only one of several— 
where this great taxpayer we are concerned about here today—and I 
am concerned about him too—was robbed, as Mr. Justice Douglas said 
in that case, when the dirty work of investment went into Buggs Island 
27 miles upstream, which made possible the Roanoke Rapids hydro- 
electric site, and then, as Justice Douglas said, the private monopoly 
was able to come in and pick off the plum of the public domain. That 
is precisely what happened in that case, and, Mr. Chairman, less than 
a month ago the same power company, because of the precedent set 
in that decision, was able to go back a few miles above the present 
Roanoke Reservoir site and pick off the remaining Gaston site on the 
same river, and thus deprive us not only of the preferential benefit of 
taxes which were calculated in the original plan to make it feasible and 
to make it economically desirable for the United States Government 
to oversee this development. 

There are two other aspects of the bill I want to hit on just briefly. 
One is the business about recreational benefits. 

Based on what some of my friends who go up there and fish come 
back and tell me, I would be happy to have the concession business 
on the right to gather and publish and sell the lies that are told about 
the fish that are caught in the lake up there, if you want to go to a 
ridiculous extreme on this question of recreation. I have the per- 
mission of a friend of mine—and if you want to ask me who he is I will 
tell you—to tell you that on a lake above Atlanta, Ga., he went there 
some 5 years ago and he paid $4,000 for 128 acres of land. It happened 
to have three or four natural inlets on that lake, which was then com- 
ing in down there. The dam had been built and was about to be com- 
pleted, and the reservoir was beginning to fill up. He has sold eight 
of those acres for $4,500 and he is refusing to sell the rest of it for 
$55,000 today. 

This to me is tantamount to an indictment of a policy that com- 
pletely precludes the consideration of recreational benefits, which is 
this business that Mr. Wright was talking about a while ago, when it 
comes to even properly evaluating the benefits that are going to flow 
from these project developments. 

It seems to me of all the features in this bill, this particular one is 
the one most guaranteed to bring about feasibility of projects that 
are otherwise perhaps not going to be feasible, because hens is a tre- 
mendous area of economic return involved here which is not being 
considered when these things are being decided. 

Mr. Scuerer. Will the gentleman yield ? 

Mr. Crisp. Yes. 

Mr. Scuerer. Today we are building this mammoth Interstate 
Highway System at a tremendous cost to the Federal Government. It 
is the biggest public works project in all history. The land that is 
adjacent to these expressways on the Interstate estets has increased 
in value more than the land that you mentioned around these recrea- 
tional facilities that have been developed as a result. of these dams. 

Would you suggest then that we assess the land adjacent to these 
highways that have benefited ? 
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Mr. Crisp. No, I would not suggest that you charge my fishermen 
friends when they go up to Coral Lake to fish either. But as Mr, 
Robinson said earlier, we are really talking about social policies here, 
Weare not talking about an economic policy. 

Mr. Smirn. In relation to that increased value, it seems to me it 
might be possible one of the reasons why that value went up so greatly 
was because under the policy adopted by the present administration 
in 1952, it precluded in the acquisition of a number of acres at fee 
simple for building the reservoirs. The public use of recreational 
facilities on a great many of these things is forever barred, and it is 
left entirely for private exploitation, and whatever may be done. 

Mr. Scuerer. You say the administration did that ? 

Mr. Smiru. Yes, sir. 

Mr. Scuerer. Of course, the Congress could have changed that, 
and you Democrats have been in control of it. 

Mr. Suiru. You know we cannot change everything. As was 

ointed out, we attempted to change some of these things 2 years ago 
in a bill, and the President vetoed it, and we did not have a two-thirds 
vote. 

Mr. Scuerer. You have atwoto one majority. 

Mr. Smiru. But that was done by the directive of the administra- 
tion and not with legislative action. 

Mr. Scnerer. But Congress could have changed it. 

Mr. Crisp. I want to say to the gentleman from Ohio I wanted to 
jump up a while ago and say it, but you would have thrown me out 
of the room if I had, that I do not see any regional definitions in this 
bill. They would apply to the State of Ohio— 

Mr. Scuerer. I understand that. 

Mr. Crise. Over which I flew in flooded country January a year 
ago. They would apply to Pennsylvania, where I also got my wife, 
and back to which I occasionally go for fishing in the trout streams, 
The concept that this is a regional policy statement here is absolutely 
false. It isnot that. It is a national policy statement and it assumes 
for the first time, perhaps, Mr. Chairman, that 

Mr. SCHERER. But sometimes you will admit that policy can only 
apply to certain regions because of the peculiar nature of the area. 

Mr. Crisp. That is true. 

Mr. Scuprer. We have built steam electric powerplants in the 
North that pay 52 percent taxes. 

Mr. Crisp. I would say in response that, while it is true you may not 
have some of the resources that can be developed under this, your 
steam plants by such measures as this will certainly reflect. a little 
bit better return to the consumer up there if it has the benefit of what 
can be developed not in the competitive sense, but in the technological 
sense, that the type of motivation behind his type of development 
brings about. 

Mr. Cuatrman. I am through now. I wanted to make those four 
points, and there are other witnesses here. 

Mr. Scuerer. May I ask if your cooperatives pay any Federal 
income tax ? 

Mr. Crisp. The cooperatives in North Carolina are the only ones 
in the country, I believe, that are political subdivisions of the State, 
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that. is, municipal institutions in North Carolina, and consequently 
they do not pay any taxes. 

Mr. Davis. Are there any questions on this side of Mr. Crisp? 

Mr. Cramer. Mr. Chairman, I may say that Mr. Crisp is not only 
equally, but far more effective than he was in the student legislature, 
and I congratulate him on his observations. 

I would suggest that possibly I differ with him on a couple of points 
and the point with regard to the river basin as such, of course, was 
on the basis as principally contained in the Department of Agricul- 
ture’s opposition to the question, wherein they said, Mr. Chairman: 


In our opinion, individual units and facilities within a river basin that are not 
functionally interrelated should be separately evaluated so that each will be an 
economically justified part of a comprehensive overall plan for the basin. 


Mr. Crisp. There may be validity to that point of view. What I 
was concerned about was the fact—and history affirms that this takes 
lace—that the Congress approves tacitly a basin development plan, 
ut it only authorizes and appropriates money in certain chunks from 
year to year, and suddenly out of its own failure so to appropriate 
money the private interest walks in and picks off the plum that has 
been created by the previous investor. It is not right and it is a 
greater crime against the taxpayer than anybody else, if you are con- 
cerned about the taxpayer. 
Mr. Cramer. Off the record. 
(Discussion off the record.) 
Mr. Davis. Thank you very much for a very fine statement, Mr. 
Crisp. 
Without objection, the prepared statement of Mr. Crisp will be 
made a part of the record at this point. 
(The document referred to is as follows :) 


STATEMENT OF WILLIAM T. Crisp, GENERAL COUNSEL, TARHEEL ELECTRIC MEM- 
BERSHIP ASSOCIATION, INC.; AND NoRTH CAROLINA ELECTRIC MEMBERSHIP Corp., 
RALEIGH, N.C. 


Mr. Chairman, members of the subcommittee, my name is William T. Crisp. 
I am a lawyer residing in Raleigh, N.C. I am the executive manager and gen- 
eral counsel of Tarheel Electric Membership Association, Inc. This is the 
trade-service association of North Carolina’s 32 distribution electric member- 
ship corporations. I am also the general counsel of North Carolina Electric 
Membership Corp. This is the generation and transmission cooperative which 
presently serves as the wholesale power agency of North Carolina’s 32 electric 
membership corporations. Finally, I am the attorney of the Tri-State Power 
Committee. This committee is composed of representatives of the EMC’s in 
Georgia, South Carolina, and North Carolina; its purpose is to promote and to 
coordinate action aimed at securing the full development of the Savannah River 
and the marketing of electric power therefrom in accordance with law. 

North Carolina’s 32 EMC’s are interested in the subject matter of this legis- 
lation, and they long ago voted their unanimous support of its passage. These 
EMC’s are serving 190,000 meters from 42,000 miles of line in 93 of North Caro- 
lina’s 100 counties. We are vitally concerned with public policy as its affects 
electric power, for two reasons: 

First, in North Carolina, these EMC’s are actually public agencies, endowed 
with the rights, and restricted by the responsibilities, of political subdivisions 
of the State. We are therefore possessed of a literal, legal “publie interest” 
perspective, as well as one which springs directly from the character of our 
cooperative institutions. 

The second reason for our concern is even more apparent. In calendar 1959, 
we used a total of 838 million kilowatt-hours of power. This total is increasing 
approximately 10-15 percent every year; it is doubling every 5-6 years. We 
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are interested in this legislation primarily because we have a continuing, 
double-faceted problem where power is concerned. 

We must continually concern ourselves with the adequacy of power supply 
and its availability to our systems—in ever-increasing quantities. 

We must continually concern ourselves with the reasonableness of wholesale 
power cost. At present it constitutes about one-third of our total operating 
expenses. 

Our 32 EMC’s are current procuring their energy requirements as follows: 

(a) Nineteen EMC’s, located in central-eastern North Carolina, purchase 
approximately 42 percent of their energy from the Federal Government's 
John H. Kerr Reservoir at Buggs Island, Va. Five EMC’s purchase this 
power in an arrangement with Southeastern Power Administration and 
Virginia Electric & Power Co.; the company wheels the power to the EMC’s 
and also firms the power directly by contract with SEPA. Fifteen EMC’s 
(including one, Halifax, which purchases through both arrangements) pur- 
chase this power in an arrangement with SEPA and the Carolina Power & 
Light Co.; the company wheels the power to the EMC’s and also firms the 
power directly by contract with the EMC’s. The 42-percent figure is de- 
rived as follows: In calendar 1958, these 19 EMC’s purchased a total of 
407,374,714 kilowatt-hours from all sources; in fiscal 1959 (ended June 30, 
1959) they purchased a total of 170,293,505 kilowatt-hours through the Kerr 
Dam arrangements (including 39,521,125 kilowatt-hours directly from C.P. 
& L. as deficiency, or firming, energy). 

(b) Four EMC’s, none covered by the Kerr Dam arrangements, generate 
all or a portion of their power requirements, as follows: 

(1) Cape Hatteras and Ocracoke EMC’s, through diesel engine gen- 
erating plants, generate all of their requirements. In 1958, the total 
of this generation (which serves less than 1,000 members on the outer 
banks of North Carolina) came to 3,341,568 kilowatt-hours. 

(2) French Broad and Blue Ridge EMC’s own and operate small 
hydroelectric plants. In 1958, French Broad generated a total of 
2,018,700 kilowatt-hours but purchased from the Carolina Power & 
Light Co. an additional 48,810,850 kilowatt-hours. In 1958, Blue Ridge 
generated a total of 992,000 kilowatt-hours but purchased from the 
Duke Power Co. an additional 95,963,640 kilowatt-hours. 

(c) Except as noted in (@) and (b) above, North Carolina’s 32 EMC’s 
purchase all of their energy requirements from the State’s four commercial 
utility companies: Nantahala Power & Light Co., Duke Power Co., Carolina 
Power & Light Co., and Virginia Electric & Power Co. 

In summary, the 32 EMC’s purchase approximately 76 percent of their energy 
requirements from the four commercial utility companies and approximately 
23 percent through the two Kerr Dam arrangements; and they generate about 
1 percent of their requirements. 

Kerr Dam, for all practical purposes, represents the only alternative, com- 
petitive supply of wholesale power available to North Carolina’s EMC’s. The 
price paid for Kerr Dam power by the EMC’s is approximately 7 mills per 
kilowatt-hour, as compared with a price of 714 mills per kilowatt-hour charged 
by the four utility companies. Due to its location, Kerr Dam power is not 
available to 13 of our 32 EMC’s. 

H.R. 8 is a complicated measure. To be only 11 pages long it probably repre- 
sents as comprehensive a reshaping and redefining of public policy as one will 
ever read. I am not qualified to speak to all aspects of this measure. I shall, 
however, speak to three of them : 

First, the need for standardization and clarification of basic criteria affecting 
the development of our water resources. The present jungle of standards is the 
result of four easily identifiable facts: The mere passage of time—during 
which no fundamental chart such as H.R. 8 represents has been in effect; the 
fickle character of changing administrations (no further comment needed) ; the 
fickle character of administrative officials (ditto); and the piecemeal, often- 
expedient whims of the Congress itself in dealing with individual water resource 
measures. 

We need a chart, one that is dependable, one that makes sense, both from the 
viewpoint of the public interest and from the simple economic facts and rules 
of life. H.R. 8 would give us this. Not the least result of a constancy of cri- 
teria—in studying, in assessing costs and benefits, and in recommending au- 
thorization and construction of water resource developments—would be the 
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sheer curtailment of more argument by more people on one subject than, I sup- 
pose, the Congress ever deals with. 

Without being the least bit facetious, however, surely it has long ago become 
obvious that public policy cannot possibly be wise unless it pursues a fairly 
constant and consistent set of values. H.R. 8 will give our water resources 
policy just such a set of values. Moreover, it will provide that set of values 
through congressional decision, not administrative fiat. 

Second, the need for assessing and utilizing the value of recreational benefits 
that accrue from water resource development. One cannot visit existing lakes 
impounded by Federal dams without wondering how in the world the Congress 
has failed to give economic evaluation to these particular benefits. They are 
not merely token benefits by any means; they are quite considerable. If you do 
not believe this, come to Kerr Lake, astraddle the North Carolina-Virginia line. 
Count the people, the boats, the concessions, the cottages, the fish bait centers, 
the stores, etc., all of which have been generated by this tremendous lake. 

Or better still, come to Bufford Lake (Lake Sidney Lanier) above Atlanta, 
and let me point out the little tract of land purchased 5 years ago by a friend 
of mine. He paid some $4,000 for this small acreage, but it had three natural 
inlets on it. He's sold a tiny portion already for what he paid for the whole 
tract. And he is currently refusing $50,000 for what remains. Land values 
along these reservoir projects constitute a pretty dependable index of recrea- 
tional values which have accrued. Is it not, I ask, patently absurd that these 
values are not assessed and allocated accordingly when river development is 
considered? The time has come to accord recognition to this fact, and to do 
our future planning more realistically. A direct result will be the justification 
of projects otherwise considered unjustified; a second result will be a lower 
and more accurate allocation of costs to purposes, which will lower the prices 
now charged for power, among other things. 

Third, and last, there is the matter of assessing the life of these projects 
for monetary computation purposes. Is it not unrealistic and indeed unfair 
to base projects costs and charges on the assumption that facilities will last 
only 50 years? Every year that passes gains us an additional statistical base 
upon which to prove how wholly out of accord with the facts sich a practice 
is. The depreciation charge in Federal dams is always one of the largest 
“costs” assessed on an annual basis. To base that charge on the arbitrary 
assumption that the dam will lost only 50 years—when in fact it will last 150 
or even 300—is simply to effectuate a policy calling for the imposition of a 
“cost” that does not in fact exist. This is even more true when one considers 
that this is a public facility and that the public has the total and continuing 
title thereto. 

Loud, thunderous voices will be raised against H.R. 8. They are the same 
voices, in essence, who stormed out against Teddy Roosevelt over 50 years ago. 
Conservation policy has always had to survive—if it survived at all—in the 
face of an implacable enemy. The reason for this is too obvious to be argued: 
Conservation policy assumes to act for the public; the implacable enemy in- 
variably is identified as the private interest, and, more often than not, the 
private monopoly interest. How much the private monopolies have cost Amer- 
ica in successfully frustrating, or defeating altogether, proper resource policy 
can never be known. One thing is certain, however. A conservation policy 
that is nothing but the accidentally accumulated hodge-podge of expedient 
decisions such as we have now cannot but play into the hands of that enemy. 
Our policy is divided: thus are our powers of pursuing one that is sensible. 

What we need, and need desperately in view of the Soviet drive, is not a 
multiple-faceted policy for piecemeal resource development, but a single, com- 
prehensive policy for multiple-resource development. 

For these reasons, we respectfully enjoin your passage of H.R. 8. 

I thank the subcommittee for an opportunity to testify, and I shall be happy 
to furnish additional information if so requested. 


Mr. Davis. We will try to get in another witness, if you agree. 

Mr. McMarn. Mr. Edwin H. Paskett, president, Idaho Cooperative 
Utilities Association, Malta, Idaho. 

Mr. Davis. We are going way out there now. 

Mr. McMarn. Yes. To Snake River. 

Mr. Davis. You have a formal statement ? 


246 DEVELOPMENT OF WATER RESOURCES 


STATEMENT OF EDWIN H. PASKETT, PRESIDENT, IDAHO COOPERA- 
TIVE UTILITIES ASSOCIATION, MALTA, IDAHO 


Mr. Pasxerr. Yes, sir. 

Mr. Davis. Without objection, it will be made a part of the record, 
and now if you will touch the high spots, it will be appreciated. 

Mr. Paskxerr. Thank you, Mr. Chairman. 

I am Edwin H. Paskett, a petroleum products distributor and 
farmer, residing at Malta, Idaho. I am the president of the Idaho 
Cooperative Utilities Association, which is an organization formed 
wy the member utility cooperatives throughout the State of Idaho. 

7e now have a membership consisting of some 40,000 voters through- 
out the State. I am happy to take this opportunity to appear before 
ae honorable committee and testify in Mehalt of the Trimble bill, 

R. 8. 

To meet the challenge of the modern age, this great country is 

lunging into massive development programs in many diversified 
elds of endeavor. One outstanding challenge is that we must make 
room and provide an economy for an unprecedented growth in 
population. 

ne of the prime requisites for an expanding modern economy is 
an abundant source of water for consumptive uses. While this great 
country is blessed with great natural resources, they are all worthless 
without adequate water supply. Already we can see shortages of 
water in many places. Therefore it is timely that we take steps to 
insure the maximum multipurpose development and conservation of 
our water resources, 

I feel that the water resource development has been very badly 
neglected in America in the past. It behooves us all to take steps to 
correct this great mistake. It seems that we have been very neglectful 
in letting many of our streams be developed to a very low percentage 
of the possible potential available, in order to satisfy the whims and 
fancies of certain groups. 

H.R. 8 is a good bill, in my estimation, in that it will help in the 
development of 
Allocation of costs at the present time are unrealistic as our history 
will show. For instance, in many projects, irrigation, flood control 
or navigation may be the primary purpose of the project, while the 
cost. allocation in these multiple-purpose dams has been placed not 
to the principal purpose, but to other purposes, which are minor in 
the project. 

A specific example is shown in the case of S. 281, known as the 
Burns Creek project, now pending in the House Subcommittee on 
Jrrigation af Reclamation. These plans show $849,000 allocated 
to irrigation. Electrical generation was allocated 98 percent of total 
cost. Competent engineers in their studies show that of the $12 mil- 
lion of cost for storage, $4 million could have been allocated to irriga- 
tion by using other more realistic formulas. 

The American people well realize that agriculture is one of our 
basic industries. Therefore the principal purpose in some river basins 
no doubt would primarily be for irrigation or flood control—perhaps 
in some cases navigation. In these cases the electrical generation fa- 
cility, no doubt, is the minor purpose and should not have the cost 
allocation as though it were the principal purpose, or vice versa. 


the lakes and streams to the greatest possibilities. | 
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If all factors such as flood control, conservation storage, electrical 
power, reclamation, domestic, municipal and industrial water supply; 
recreation, fish and wildlife and so forth are thoroughly considered 
in the cost allocation of the future planning of our water resources, It 
will show greater benefits and thus more development and use of 
our resources. 

I feel that the field of recreation should have serious consideration 
as to the benefits it might receive in the planning of development of 
rivers, streams and lakes, for more and more of our population are 
using these resources each year. It seems like every weekend our 
streams and lakes are dotted with people who are using them, and in 
this regard the Trimble provides a more realistic method by extend- 
ing the payout period to 100 years, or the useful life expectancy, 
whichever is lesser. This seems to me to be the proper yardstick to 
use to determine feasibility as in some of our projects life expectancy 
is as high as 500 years and beyond. It is ridiculous that our admin- 
istration from time to time has found projects undesirable because 
they would not pay out in 50 years, when the life expectancy is much 
longer. 

The rate of interest as provided by the bill is also a more realistic 
method of computing the amount of interest with which the projects 
should be charged. An average of the preceding 15-year period would 
be much more stable than our administration determining the cost. of 
money to the Government at any given time, as is under consideration 
at the present time. 

Honorable committee members, the problem of proper-and orderly 
development of our water resources is the No. 1 problem of the rural 
cooperatives and mutual organizations throughout the land. I might 
state here all industries throughout the whole country are also inter- 
ested. The rural areas need water for irrigation where the gravity 
flow is available. 

In many other sections of America we find arid land with ample 
water supply underground. With proper allocation of costs which 
mean low-cost electrical energy, these areas can be made productive to 
feed and take care of the needs of our expanding population, by pro- 
viding an efficient means to pump the water for irrigation. 

We therefore urge you to report favorably on H.R. 8, because we be- 
lieve it to be much needed legislation. 

Mr. Davis. Thank you very much, sir. 

Mr. Baldwin has a question. 

Mr. Batpwin. Mr. Paskett, you mentioned that you felt that a proj- 
ect like the Burns Creek project should have allocated to irrigation 
about $4 million instead of less than $1 million. Is your contention 
therefore that the farmers who are members of the district, who will 
use the water, should be levied increased rates that will result from 
that increased allocation to irrigation ? 

Mr. Paskerr. The storage possible and planned for in that project 
is such that there are 25,000 acre-feet which will be used annually 
which was not considered in that project. There are some 100,000 acre- 
feet of storage there that is on a conservation plan, to be used as the 
water supply is low, and maybe 4 or 5 years at a time. Then maybe 
it will jump for several years without using it. But they overBidlted 


the fact that 25,000 acre-feet of this water is to be used on a year-to- 
year basis. 
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Mr. Batpwin. But am I not correct that your contention basically 
is that the people and farmers who are usin’ irrigation water should 
be assigned a higher cost and power users -hould be saddled with 
a lower cost ? 

Mr. Paskerr. My contention is from my knowledge of the irriga- 
tion, if a farmer is able to get the water which will increase his yield 
it is worth paying the cost of the water. 

Mr. Batpwin. Do you also say that to the power users? 

Mr. Pasxerr. The power users themselves are paying on a kilowatt 
basis, and the more they use the more they are paying. 

On the irrigation side of the picture, they can pay so much per acre- 
foot of water, but this 25,000 acre-feet of storage should pay for itself 
the same as the other water. 

Mr. Batpwin. Thank you, Mr. Chairman. That is all I have. 

Mr. Davis. Thank you very much, Mr. Paskett. 

Mr. Scuerer. Just one question. 

Mr. Davis. All right, Mr. Scherer. 

Mr. Scuerer. Mr. Paskett, most of your statement deals, and 
properly so, with the necessity of this country and particularly the 
Congress improving the water resources of this country, and guard- 
ing the water resources of this country. It deals also with the neces- 
sity for reclamation. But you, as president of the Idaho Coopera- 
tive Utilities Association, are primarily interested in power, Is that 
right ? 

Mr. Paskerr. From that standpoint, yes. From the standpoint of 
the Idaho Cooperative Utilities Association. 

Mr. Scuerer. [ note in your statement you say, “with proper alloca- 
tions of costs, which means low-cost electrical energy.” 

Mr. Paskxert. That is correct. 

Mr. Scuerer. Do your cooperatives pay any Federal income tax? 

Mr. Paskxerr. They do not pay Federal income tax. We do pay 
State taxes, which amount to something around 12 percent for the 
lower brackets, up to 24 percent of the gross income. The private 
utilities in our area pay on their distribution system 414 percent of 
their gross income. That is the State tax they are paying at the 
present time. 

Mr. Scuerer. I was only asking about the Federal tax. 

Mr. Pasxerr. That is right. 

Mr. Scuerer. That is 52 percent. 

Mr. Pasxerr. That is right. 

Mr. Scuerer. That is all. 

Mr. Davis. The committee will reassemble promptly at 2 p.m. 

(Whereupon, at 12:10 p.m., the hearing was recessed until 2 p.m. 
of the same day.) 

AFTERNOON SESSION 


Mr. Davis. The committee will be in order. 

We have had a longstanding arrangement that whenever Mr. 
Republican Baldwin shows up we operate. If any one else comes in 
that will be all right, too. 

Governor McMath, we are ready for your next witness. 

Mr. McMaru. Mr. John E. Hill, commercial manager, Alabama 
Electric Co-op, Inc., Andalusia, Ala. 
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Mr. Davis. Our friend, Robert Jones, is down in Alabama and will 
have an election in the ry xt few days. 


STATEMENT OF JOHN E. HILL, COMMERCIAL MANAGER, ALABAMA 
ELECTRIC CO-OP, INC., ANDALUSIA, ALA. 


Mr. Hitx. Yes, sir, Mr. Chairman. I was just down there and I 
know he is in the district at this time. ; : 

Mr. Davis. We are glad he does not have any opposition. It is 
much nicer to run a lonesome race, you know. 

Mr. Hitt. Yes, sir. 

Mr. Chairman, I have a prepared statement I would like to file in 
full for the record. 

Mr. Chairman and gentlemen of the committee, my name is John 
Hill. I am employed as commercial manager of the Alabama Elec- 
tric Cooperative, Inc., a generation and transmission electric coopera- 
tive whose offices are at Andalusia, Ala. Alabama Electric Coopera- 
tive is composed of 15 rural electric distribution cooperatives in cen- 
tral and south Alabama, 4 rural electric distribution cooperatives 
in northwest Florida, 6 municipalities and 2 industries in south 
Alabama. 

Presently Alabama Electric Cooperative provides electric power at 
wholesale to five of its member-distribution cooperatives in south 
Alabama, and to one member-distribution cooperative in northwest 
Florida, and to six municipal and two industrial members. The 
power distributors which Alabama Electric serves provide electric 
service direct to more than 40,000 consumers, and more than 100,000 
consumers are represented through Alabama Electric’s total mem- 
bership. 

Attached is a listing of Alabama Electric’s members, together with 
the members which it is presently serving. 

Tam also privileged to speak on behalf of the Alabama Rural Elec- 
tric Association of Cooperatives, the statewide service organization 
of electric cooperatives in Alabama, in the absence of the association’s 
executive manager, John Ford, who was not able to be present for this 
hearing. Nineteen electric cooperatives are members of this associa- 
tion. ‘These cooperatives provide electric service to more than 130,000 
customers. <A listing of the member cooperatives of this association 
is also attached to my statement. 

I am pleased to submit to the committee today, on behalf of the 
Alabama Electric Cooperative and its members, and the Alabama 
Rural Electric Association of Cooperatives and its members, a state- 
ment in support of the Trimble bill, H.R. 8. We feel that enactment 
of the Trimble bill and its companion bill in the Senate, the Kerr 
bill, will greatly benefit the people of Alabama, and our entire Na- 
tion. I would like to present to the committee some of the many 
reasons why we favor the Trimble bill. 

First of all, this bill would reassert the right of the Congress to 
determine our water resources policy, and help assure development 
of the undeveloped river basins of this country in an orderly and 
uniform manner. This bill establishes uniform, progressive laws to 
guide the administrative agencies in studying project feasibility and 
cost allocations, and reduces the wide policy variations between various 
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Government agencies in this field. The bill establishes firm, legal 
standards to determine cost allocations and justifications for multi- 
em projects, and gives credence to many other measurable bene- 
its of river development, other than electric power. It would help 
assure realistic cost allocations among all the benefits of such de- 
velopments, and thus make for realistic costs assigned to power pro- 
duced at such project. 

This bill would also make it much more difficult, if not impossible, 
for administrative techniques to be used in applying artificially rigid 
standards in the measurement of project feasibility. or in determining 
power cost allocations, which it seems in the past may have been 
used to discourage, rather than encourage, river development. 

Briefly, and in essence, we favor the Trimble bill because in our 
opinion it would lead to a more orderly development of our river 
resources, and assure the widest possible distribution of the benefits 
of such developments to all the people. 

Being an electric utility we are, of course, chiefly concerned with 
the electric power aspects of river development. And this is a most 
important feature of such developments, although, obviously, nu- 
merous other benefits accrue from such developments. 

Eight electric cooperatives, and a number of municipalities in ex- 
treme north Alabama are fortunate enough to be within the service 
area of the Tennessee Valley Authority, and to be able tio secure whole- 
sale electric power from this agency. Thus, they are able to pass along 
to their consumers the benefits of low-cost electric power from TVA’s 
hydro and other power developments. Congressman Jones, were he 
here, Mr. Chairman, I am sure would agree with me that the abund- 
ance of low-cost electric power in the north Alabama area has been 
one of the chief reasons for the remarkable growth and progress of 
this section of Alabama in recent years. 

Fourteen other cooperatives in central and south Alabama, and 
Alabama Electric’s four member cooperatives in northwest Florida, 
are not quite so fortunate in the matter of their wholesale power sup- 
ply. Twelve of these cooperatives purchase all their wholesale power 
requirements from commercial power companies (Alabama Power Co. 
and Gulf Power Co.), while four purchase a part of their wholesale 
power requirements from commercial companies and a part from 
Alabama Electric Cooperative, two distribution cooperatives, along 
with Alabama Electric’s six municipal members, purchase all their 
wholesale power requirements from Alabama Electric. 

To say that many of the electric cooperatives in central and south 
Alabama and northwest Florida feel a sense of insecurity in the mat- 
ter of their wholesale power supply is putting it mildly. Develop- 
ment of river basins in our State and area on a basis as proposed in 
the Trimble bill would help assure adequate electric power for future 
growth and development, and, just as importantly, it would also help 
assure that there will be a competitive force at work in the wholesale 
power supply field to assure reasonableness of power rates—both 
wholesale and retail—and adequacy of service. 

With relation to the need for additional electric power, may I cite, 
briefly, the experience of our own organization. Alabama Electric Co- 
operative began operations in September of 1944, when it purchased 
generation and transmission facilities of the Alabama Water Service 
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Co., an electric utility then operating in much of the area Alabama 
Electric now serves. Alabama Electric’s peak system demand in 1944 
was 8,700 kilowatts. Annual sales during 1945, first full year of op- 
eration, were 41,277,371 kilowatt hours. Last year, the peak demand 
on Alabama Electric’s system was 60,140 kilowatts, and total sales 
amounted to 249,084,856 kilowatt hours. A corresponding rate of 
growth is being experienced by other electric cooperatives and munici- 
palities in our State and area. 

Alabama Electric Cooperative is not presently able to produce all of 
the power necessary to serve its consumers. Capacity and energy re- 
quired over and above that which it is able to produce at its steam 
powerplant (rated capacity of 37,000 kilowatts) and three hydro 

lants (rated capacity approximately 10,000 kilowatts), is purchased 
rom Alabama Power Co, 

The development of river basins in our State and area would help 
assure not only the adequacy of the supply of electric power at rea- 
sonable rates to assure future growth and development, but would also 
help make Alabama Electric Cooperative and distribution coopera- 
tives in our State and area more secure and independent. 

And this is important. Although, as was pointed out previously, 
Alabama Electric has not served all its members, nor is it now able 
to supply independently all the power needs of its present consumers, 
it has helped to bring about great savings in wholesale power costs 
for all electric distribution cooperatives and municipal systems in 
our State and in northwest Florida, which are outside of the TVA 
area. For example, the average cooperative in our State now pur- 
chasing all of its wholesale electric power from Alabama Power Co. 
is paying only about two-thirds as much for its wholesale power as it 
was in 1944. This has meant a savings of several millions of dollars 
to these power distributors in wholesale power costs, and has made it 
possible for distribution cooperatives to take the benefits of rural elec- 
trification to sparsely settled rural areas. These rate reductions came 
about largely as a result of the competitive element afforded by Ala- 
bama Electric Cooperative. 

Proof of this can be found in the fact that while Alabama Power 
Co. has, over the past 15 years, lowered its wholesale rates to coope- 
ratives and municipalities in fields where it felt it had or might have 
competition, it has consistently increased its rates to other classes of 
consumers purchasing comparable or larger amounts of electricity. 
During the above period, Alabama Power Co. has reduced its whole- 
sale rate to distribution cooperatives in Alabama by an average of 3.3 
mills per kilowatt-hour. At the same time, it has increased its rate to 
large industrial consumers by an average of 0.54 mills per kilowatt- 
hour. Sales to distribution cooperatives account for less than 2 per- 
cent. of Alabama Power Co.’s total business, while its large industrial 
sales account for more than 38 percent of its total business. In effect, 
Alabama Power Co. has consistently reduced its rates in fields where 
it felt a threat of competition, and then considerably more than off- 
set any loss in revenues by increasing its industrial rates, where there 
was no such element of competition at work. 

Carried to its ultimate conclusion, such rate manipulations as these 
could seriously affect the continued industrial growth of our State. 
It should be further pointed out that it was not mere coincidence that 
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rate reductions to the cooperatives and municipalities seemed some- 
how to come as Alabama Electric was making progress in securing 
power generation facilities which would help to make it more secure 
and independent. We know that the principal reasons these benefits 
have been obtained is because the electric cooperatives have demon- 
strated, to some extent at least, their ability to be self-sufficient. If 
we lose this ability, then we can expect to see higher power rates in 
our area, especially in view of recent legislation adopted by the Con- 
gress which geographically “fences in” TVA. 

This is cited as an illustration of one of the major benefits which 
can come from the full and complete development of our river re- 
sources, and the proper and orderly marketing of electric power from 
such projects at reasonable rates—rates which have not been unduly 
inflated due to artificial or arbitrary power cost. allocations. 

Further development of our river resources in a manner which 
would be followed under the Trimble bill is most important to our 
een At present, there is only one hydroelectric development. un- 

erway in our area, this being the Walter F. George Lock and Dam 
near Fort Gaines, Ga., on the Chattahoochee River, which forms the 
boundary line between Alabama and Georgia. This project is sched- 
uled for completion in late 1962, and we are most hopeful that prefer- 
ence agencies—the electric cooperatives and municipalities—in our 
State and northwest Florida, along with those in Georgia, will be able 
to obtain and pass along to their consumers the benefits of low-cost 
electric power from this development. Establishment of unreason- 
ably high costs for power to be produced at this project would, of 
course, tend to nullify benefits which otherwise would accrue to our 

le. 

On behalf of those for whom I am privileged to speak, may I ex- 
press to you gentlemen the hope that the Trimble bill will receive a 
favorable report from this committee, and be enacted by the Congress. 
We believe that not since the enactment of legislation setting up the 
Tennessee Valley Authority and creating the Rural Electrification 
Administration, has the Congress had an opportunity to enact legis- 
lation of such vast importance to so many people. 

Mr. Chairman and gentlemen, I thank you for the privilege of 
submitting this statement. 

Mr. Davis. Thank you very much. 

Without objection, the attachment to Mr. Hill’s statement will be 
made a part of the record at this point. 

(The document referred to is as follows :) 


MeEmMberRS, ALABAMA ELECTRIC COOPERATIVE, INC. 


Baldwin County Electric Membership Corp., Robertsdale, Ala. 
Black Warrior Electric Membership Corp., Demopolis, Ala. 
Central Alabama Electric Cooperative, Prattville, Ala. 
Choctawhatchee Electric Cooperative, De Funiak Springs, Fla. 
Clarke-Washington Blectric Membership Corp., Jackson, Ala. 
Coosa Valley Electric Cooperative, Talladega, Ala. 

Covington Electric Cooperative, Andalusia, Ala. 

Dixie Electric Cooperative, Union Springs, Ala. 

Escambia River Electric Cooperative, Jay, Fla. 

Gulf Coast Electric Cooperative. Wewahitchka, Fla. 

Pea River Electric Cooperatipe, Ozark, Ala. 

Pioneer Electric Cooperative, Greenville, Ala. 
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South Alabama Electric Cooperative, Troy, Ala. 
Southern Pine Electric Cooperative, Brewton, Ala. 
Tallapoosa River Electric Cooperative, LaFayette, Ala. 
West Florida Electric Cooperative, Graceville, Fla. 
Wiregrass Electric Cooperative, Hartford, Ala. 
City of Andalusia, Andalusia, Ala. 

City of Brundige, Brundige, Ala. 

City of Elba, Elba, Ala. 

City of Luverne, Luverne, Ala. 

City of Opp, Opp, Ala. 

City of Troy, Troy, Ala. 

Micolas Cotton Mills, Opp, Ala. 

Opp Cotton Mills, Opp, Ala. 


MEMBERS NOW BEING SERVED 


*Choctawhatchee Electric Cooperative’ City of Brundige 
Covington Electric Cooperative City of Elba 

*Pea River Electric Cooperative’ City of Luverne 
South Alabama Electric Cooperative City of Opp 

*Southern Pine Electric Cooperative* City of Troy 

*Wiregrass Electric Cooperative’ Micolas Cotton Mills 
City of Andalusia Opp Cotton Mills 


MEMBERS ALABAMA RURAL ELECTRIC ASSOCIATION OF COOPERATIVES 


Alabama Electric Cooperative, Andalusia, Ala. 

Baldwin County Electric Membership Corp., Robertsdale, Ala. 
Central Alabama Electric Cooperative, Prattville, Ala. 
Cherokee Electric Cooperative, Centre, Ala. 
Clarke-Washington Electric Membership Corp., Jackson, Ala. 
Coosa Valley Electric Cooperative, Talladega, Ala. 

Covington Electric Cooperative, Andalusia, Ala. 

Cullman Electric Cooperative, Cullman, Ala. 

Dixie Electric Cooperative, Union Springs, Ala. 

Franklin Electric Cooperative, Russellville, Ala. 

North Alabama Electric Cooperative, Stevenson, Ala. 

Pea River Hlectric Cooperative, Ozark, Ala. 


Pioneer Electric Cooperative, Greenville, Ala. , 
Sand Mountain Electric Cooperative, Ft. Payne, Ala. . 
South Alabama Electric Cooperative, Troy, Ala. f 


Southern Pine Electric Cooperative, Brewton, Ala. 
Tallapoosa River Electric Cooperative, LaFayette, Ala. 
Tombigbee Electric Cooperative, Guin, Ala. 

Wiregrass Electric Cooperative, Hartford, Ala. 

Mr. Davis. Are there any questions / 

We have gone over this. It is somewhat cumulative, but it is all 
of value to the complete record. 

Governor MeMath ¢ 

Mr. McMaru. Mr. Chairman, | noticed that Congressman Carna- 
han and Congressman Randall are here. I believe they wish to sub- 
mit a statement, and if so, we would like to defer to them at this time. 

Mr. Davis. All right. Congressman Randall submitted one this 
morning. 

Mr. Ranpaui. Mr. Chairman, I wanted to revise those remarks and 
present it in person in the light of some of the other testimony, if 
T could. It might not be cumulative and might not be duplicative. 

Mr. Davis. All right. We will be glad to hear from you under 
the circumstances, Mr. Carnahan is your senior, however. 

Come around, Mr. Carnahan. We will be glad to hear from you. 


we 


1 Purchasing part of wholesale power requirements from Alabama Blectric Cooperative, 
and part from a commercial power company. 
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STATEMENT OF HON. A. S. J. CARNAHAN, MEMBER OF CONGRESS 
FROM THE STATE OF MISSOURI 


Mr. Carnanuan. Thank you, Mr. Chairman, 

Mr. Chairman and members of the committee, 1 welcome the op- 
portunity to appear before this committee to express ny support of 
H.R. 8, a bill to promote and to establish a policy and a procedure for 
the development of water resources of lakes, rivers, and streams. 

When I first came to the 79th Congress, our Federal power pro- 

gram was being administered according to standards which would 
achieve full development of our water resources. As time has gone 
on and events have unfolded, it has become all too clear to me and 
to those I represent that administrative policies relating to Federal 
projects have been applied in such a manner that has not been con- 
ducive to the fullest development of our water and water-related re- 
sources. I am sure these shifts have been felt in other areas of the 
country, but the changes that are best known to me in Missouri are 
those which have directly and adversely affected all but one of the 
six rural electric cooperatives in my district. Other cooperatives and 
42 municipalities in the State are similarly affected. I refer to the 
changes in cost allocations that have been put into effect in the 
Southwestern Power Administration. We are fully aware that simi- 
lar changes have been taking place along the main stem of the Mis- 
souri River to the north. 
_ As well known, Mr. Chairman, when a Federal river basin project 
is constructed, its total cost is allocated among the purposes to be 
served. When a larger proportion of the cost of a project are al- 
located to power it naturally results in higher rates. 

In 1953 the Bureau of Reclamation was allocating 31 percent of 
the cost of Missouri River installations to hydroelectric power and 
69 percent to flood control and navigation. Now, only 7 years later, 
the allocation percentages are nearly reversed, with 63 percent of the 
costs being charged to power and 22 percent to flood control and 
navigation. 

During the same period, the Department of the Interior has in- 
creased allocations to power at projects in the Southwestern Power 
Administration area from 30 percent to the total cost of about 52 
percent. As a result, in 1957, the Department of the Interior raised 
wholesale electric rates to rural electric cooperatives in the area by 
27 percent. Few, if any, cooperatives could absorb that kind of rate 
increase; it had to be passed on to their consumers. Our Missouri 
farmers, who, as elsewhere, have been laboring under higher and 
higher costs of operation while watching farm prices go down, were 
hard hit by this new blow. None of them are convinced that, this 
rate hike was necessary. A)) are convinced that the shifting emphasis 
in project allocation was unjustified and resulted in hardship to the 
rura) people of my State and the entire Southwest area. 

ILE. 8, the Trimble bill, would stabilize cost allocations and whole- 
sale power rates by establishing certain criteria applicable across the 
Nation, In addition, it would provide realistic appraisal techniques 
for developing project feasibility. It would spread the reimburse- 
ment costs of Federal dams over a longer, and therefore a more 
reasonable period of time. The life span for this purpose is now 
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figured at 50 years, while the Corps of Engineers and others assure 
us that these dams will last every bit of LOU years, and maybe even 
up to 150 years. Also, this bill would establish a more equitable 
method of establishing interest rates chargeable to Federal funds 
invested in multiple-purpose projects. 

The Trimble bill will provide solutions to serious immediate prob- 
Jems of national resource administration, and at the same time will 
spell out sound criteria to insure full development of our dwindling 
river basin resources in the future. 

Thank you, Mr. Chairman, for the opportunity to express my 
views on H.R. 8, a bill that will solve some of our Nation’s most 
serious resource problems. 

Mr. Davis. Thank you, Mr. Carnahan. 

Now we will be glad to hear from Mr. Randall. 

Mr. Ranpaui. Thank you, Mr. Chairman. 


STATEMENT OF HON. WILLIAM J. RANDALL, MEMBER OF CONGRESS 
FROM THE STATE OF MISSOURI 


Mr. Ranpaui. In the light of some of the questions asked this 
morning I wanted to present this in person. 

Mr. Davis. Yes, sir. 

Mr. Ranpauw. | appreciate very much the opportunity of appear- 
ing before this committee to speak in favor of H.R. 8, known as the 
Trimble bill. Since being here this morning, I have had an oppor- 
tunity to study it a little bit and find it is somewhat complex, but 
as [ understand it, it attempts to do four major things. 

First in determining the feasibility of water resource development 
projects, this bill would establish criteria which would give weight 
to all benefits to be derived from a completed project. ‘These would 
include flood control, irrigation, navigation, hydroelectric power, 
recreation, and other possible benefits—that I do not believe has been 
emphasized enough—such as water supply. In the past some highly 
important benefits such as recreation have not been given due con- 
sideration in determining the feasibility of a project. Feasibility 
has too often been based upon hydroelectric power production be- 
cause that is one of the few benefits that can be pinpointed in a 
project that will have a project self-liquidating. 

Second, H.R. 8 would establish criteria whereby different agencies 
such as Bureau of Reclamation or the Corps of Engineers would use 
similar bases for determining how much of the cost of the project 
should be allocated to a given beneficial use. Under this bill the allo- 
cation of cost to the power features of the project would be made 
consistent with the importance of the role that power plays in the total 
project. This is in contrast with recent practices whereby cost alloca- 
tions to power have literally skyrocketed, resulting in much higher 
wholesale electric rates. 

The bill, as L understand it, would increase the amortization period 
on water resource projects. In the past, these projects have arbi- 
trarily been set wp mn such a way that the reimbursable costs must be 
repaid in not more than 50 years. This bill raises the maximum pay- 
out period to 100 years or the usefu) life expectancy of the project, 
whichever is the smaller. This would spread the repayment over a 
longer period and reduce the annual installments. 
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The Trimble bill, as I understand it, also establishes interest charges 
applicable to Federal funds invested in water resource projects. The 
interest rate is to be based on the average rate of interest borne by all 
marketable securities of the United States issued during the 15 years 
immediately preceding the start of such project. 

I take interest in this bill because in my district—the Fourth Mis- 
souri District—there are four rural electric cooperatives which serve 
approximately 20,000 farm families and rural establishments. All of 
these cooperatives either directly or indirectly receive power from 
the Southwestern Power Administration. In 1957, the Department 
of the Interior, I submit, arbitrarily raised wholesale rates of electric 
power to cooperatives by 27 percent. Interior’s only justification for 
this increase was the fact that they at the same time, or just prior to 
the increase, had allocated a much larger portion to the cost of South- 
western Power Administration’s development to hydroelectric power, 
and to power only. 

The Trimble bill would reduce the opportunity of various agencies 
of Government to suddenly and summarily change these cost. alloca- 
tions. It would systematize the organization and the operation of 
our water resource development. It would provide rural electric 
cooperatives, municipal systems—and I emphasize municipal sys- 
tems—and other users of Federal power, which include many private 
utility companies and customers, who too will receive a benefit, a 
measure of security against sudden and unwarranted fluctuations in 
wholesale power rates. This in turn will enable electric power dis- 
tributors to pass on to their consumers the benefit of Federal power. 

One of the primary benefits that this country had derived from 
Federal power has come from its use as a yardstick to measure fair 
and reasonable costs of producing, transmitting and distributing elec- 
tric energy. When an agency of government may arbitrarily boost up 
the cost of wholesale power, that agency has the power to destroy 
the yardstick principle. 

The Trimble bill will, I submit, take the politics out of Federal 
power and return it to the solid basis that Congress has always in- 
tended it to have. 

Thank you, Mr. Chairman. 

Mr. Davis. A very good statement. 

Mr. EpmMonpson. Mr. Chairman, could I ask the Congressman one 
question ¢ 

I share the opinion of the chairman that it was a splendid statement, 
and I wanted to ask the gentleman one question, which represents a 
further step along the line of an argument he made. 

Unless the Trimble bill is passed and the standards which it pro- 
vides are established, does the gentleman know of anything that would 
prevent this administration or the next administration, at any time 
that it desired to come in and hike up these allocations for power 
even further than they have on projects that are now in existence in 
the United States and in the Southwestern area ? 

Mr. Ranpvatu. Not tomy knowledge, Mr. Edmondson. 

Mr. Epmonpson. Thank you, sir. 

Mr. Davis. All right, Governor. 

Mr. McMartu. Mr. Fred Heinkel, president of the Missouri Farm- 
ers Association. 

Mr. Heinkel. 
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STATEMENT OF FRED HEINKEL, PRESIDENT OF THE MISSOURI 
FARMERS ASSOCIATION 


Mr. Herren, My name is Fred V. Heinkel. Iam president of the 
Missouri Farmers Association, which has a membership of over 150,- 
000 Missouri farmers. L appreciate the opportunity to before 
this committee to urge a favorable report on H.R. 8, the Trimble bill. 

Mr. Chairman, with your permission, since there are a lot. of other 
very fine witnesses here I would like to be heard, I would like to ask 
my complete statement be placed in the record and I will yield my 
time to other witnesses, particularly Mr. Truman Green of Missouri. 

Mr. Davis. Without objection, that may be done. 

Mr. Heinxet. We in the Missouri Farmers Association have fol- 
lowed very closely the development of REA and REA cooperatives in 
the 25 years since our national rural electrification program was first 
started. Needless to say, rural electrification has done more to mod- 
ernize farm living that any one other single factor. The impact of 
rural electrification has been tremendous, but the full benefit is yet 
to come in the future. 

We have seen many attempts to shake the basic principles under 
which our national rural electrification program was inaugurated. 
Many of these principles today stand unchallenged but some have been 
the victim of administrative attacks. One of the most serious of these 
attacks has come from the increase in wholesale power rates charged 
to rural electrification cooperatives by reason of the disproportionate 
allocation of costs of eallaconiien projects to power. This in- 
crease in wholesale rates obviously must be passed on to the rural 
users of this power and results in substantially increased cost in farm 
living and farm production. Farmers today are faced with one of the 
most serious financial crises in our history. Those of you from rural 
America know and understand the extent of the problem. The Trim- 
ble bill offers possibilities of forestalling increased costs, as well as re- 
establishing some of the basic ideas of rural electrification. 

Likewise, the Trimble bill, which would review the payout period 
and raise the maximum power use period to 100 years or useful life 
expectancy, whichever is the lesser, will have a direct bearing on the 
cost which rural America must pay for multiple-purpose reservoirs. 

Your favorable consideration of the Trimble bill will be sincerely 
repesnred by the people of rural America. 

would say in aedistea, we are not just mildly or passively sup- 
porting H.R. 8, the Trimble bill. We are wholeheartedly and en- 
thusiastically supporting this bill because we think it is fair and right 
and proper, and for the further reason that farmers in these times 
use a tremendous amount of electric power, and a number of them 
have already had their current cut off because their income is not 
enough to pay their electric bill, along with other expenses. 

The gross farm income of these United States at the present time 
is barely enough to pay the farmer's operating expenses, plus a reason- 
able return on his investment, ikek. sion he is working for ab- 
solutely nothing. About 80 cents out of every dollar he takes in goes 
for operating expenses, so that they are in no position to pay increased 
power rates. 
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I think that this bill would go a long way to preventing further in- 
creases, and may even effect some reduction in some of the rates we 
now have. 

I thank you, Mr. Chairman. 

Mr. Davis. Thank you, sir. 

Governor McMath 

Mr. McMarn. Thank you. That was an excellent statement. 

Our next witness is Mr. Robert Casper of Corning, Iowa, of the Na- 
tional Farmers Organization. 

Mr. Davis. How does your Congressman, Ben Jensen, feel about 
this? Have you contacted him at all? 


STATEMENT OF ROBERT CASPER, VICE PRESIDENT AND LEGISLA- 
TIVE REPRESENTATIVE, NATIONAL FARMERS ORGANIZATION 


Mr. Casper. Mr. Chairman, no, I have not. I expect to. 

My name is Robert Casper. I am vice president and legislative 
representative of the National Farmers Organization, which is a farm 
organization operating principally in eastern Kansas and Nebraska, 
then east across Iowa, Missouri, Illinois, and Indiana, with lesser 
organizations in South Dakota, Minnesota, Wisconsin, Michigan, and 
Kentucky. We are the second largest farm organization in this area. 

IT would like to emphasize that we are a farm organization with no 
business interests. We sell no insurance, fertilizer, or anything else. 
Our sole reason for existence is to work for policies that will better 
the social and economic standards of the American farmer in particu- 
lar, and the welfare of the Nation in general. 

I am here today in support of H.R. 8, otherwise known as the 
Trimble bill. We, in the National Farmers Organization, believe it 
represents a realistic approach to some of the great problems of our 
times. Certainly a great nation must have basic rules for the de- 
velopment of its water resources. As we develop as a nation, new 
problems and opportunities arise and must be met. 

Not many years ago recreational values of Federal projects were 
not considered so important. Our great population increase and im- 
proved productivity of industry and agriculture have combined, how- 
ever, to make recreational values of Federal water projects of major 
importance in themselves, so we must reevaluate our cost-share 
methods. Forecasts are now being made of a fresh water shortage in 
the United States in the not too distant future. It is time to consider 
that our great watersheds must be developed with many future na- 
ional needs considered and provisions made for allocaion of costs 
to those needs. We believe Congress should develop the basic rules 
for the solution of these problems, as it is doing in the Trimble bill, 
for here representatives from every State in the Union can take part 
and see that his area’s needs are considered. 

In conclusion, [I would like to comment on one thing that has long 
concerned me. In the controversy over public versus private power, 
people often get the impression that pubic power is a foe of private 
enterprise and business in general. I would like to point out that 
transmission lines, power facilities, materials. dams, and in fact every- 
thing connected with public power is constructed or produced by 
private companies, as well as the appliances sold to consumers when 
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lines are completed. The only real controversy is in the method of 
raising money. It seems to me the real enemy of businessmen are 
those who would curtail the development of areas of our country 
unless and until they were able to finance such developments them- 
selves. 

On behalf of those farmers we represent in the areas indicated in 
our opening statement, we respectfully urge this committee, Mr. 
Chairman, to recommend passage of H.R. 8. We sincerely. believe 
that passage by Congress of this bill will be of great benefit not only 
to farmers, but to businessmen, communities and to the Nation. 

I thank you. 

I would like to add off the cuff something. In my own particular 
area we have a dam under construction at the present time, the Saylor- 
ville Dam. As I listened here today, I think too much emphasis 

rhaps is placed solely on REA and rural electrification. This Say- 
lorville Dam has no such electrical connection at all, but we are 
building it. Even in the building of this strictly flood contro] dam, 
we use the same allocations as they have in the other areas. 

We had to allocate all of the potential benefits of flood control 
only. This amounted to about $1.50 as against each dollar that the 
Federal Government spent, but it could be spread only over a period 
of 50 years. The dams will be in operation for a very long period of 
time, so I think a realistic spreadout would be better. 

I think we should recognize, if you will come into this area after 
the dam is completed in a few years you will see a tremendous recre- 
ational operation in this area, which incidentally represents a tre- 
mendous market for the people who manufacture goods of all kinds, 
such as lumber materials, and so on. The gentleman from Pennsyl- 
vania would sell a great many steel products in this area, where the 
market simply is not today. 

That completes my statement, Mr. Chairman. 

Mr. Davis. I certainly agree with you. Thank you, sir. 

All right, Governor. 

Mr. McMaru. Mr. Alfred J. Marshall, first vice president of the 
Louisiana Farm Bureau Federation at Elton, La. 

Mr. Davis. Off the record. 

(Discussion off the record.) 

Mr. Davis. Excuse me, Mr. Marshall. You may proceed with 
your statement. 


STATEMENT OF ALFRED J. MARSHALL, FIRST VICE PRESIDENT, 
LOUISIANA FARM BUREAU FEDERATION, ELTON, LA. 


Mr. Marsnauti. Mr. Chairman and gentlemen of the committee, 
my name is Alfred J. Marshall of Route 1, Box 189, Elton, La. I 
am first vice president of the Louisiana Farm Bureau Federation, 
charter member of the Jefferson Davis Electric Cooperative, Inc., 
and police juryman from ward 8 of Jefferson Davis Pana. I am 
here representing the Louisiana Farm Bureau, consisting of over 
23,000 fete families in Louisiana, and also a member of the Jetferson 
Davis Electric Cooperative, Inc., which is presently serving 3,833 
meters. 
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For 8 to 10 years before the cooperative was started in 1944, I had 
diligently and earnestly asked the local power company to provide 
electric service to serve my farm home, located only 2 miles from their 
closest line, but was unsuccessful. As soon as the cooperative was 
organized the local utility company then came running, offering us 
service. The cooperative soon thereafter, in 1944, extended electric 
service to my farm and neighbors and has since continued good, de- 
pendable, well-managed service. Realizing how much these coopera- 
tives have meant to rural people and to the development of the rural 
area; knowing that continued low-cost service and adequate power 
source is essential to the continued prosperity of our country and 
cooperatives; therefore I am here today asking your favorable con- 
sideration to the Trimble bill. 

It is believed that passage of the Trimble bill will place back under 
the jurisdiction of Congress the approval of allocations made to multi- 
purpose projects resulting in the stabilization of rates on an equitable 
basis, which is so important to the rural electric program and con- 
tinued low-cost power to people in the rural areas. The Water Con- 
servation Act of 1959, as set forth in H.R. 8 by the Honorable Judge 
Trimble, has been carefully reviewed and I believe it carries out the 
principles necessary to conform to the conservation of all water re- 
sources, its future development and the proper allocation of costs 
to each in proportion to their benefits. 

Farming over 200 acres of rice each year, I myself am quite water 
conscious, since it requires 3 feet of water to produce a rice crop; 
therefore, I am in strong support of programs or any projects which 
promote the development of irrigation and such other benefits as may 
be received from multipurpose projects, provided they pay their share 
of the cost. I believe, however, that the findings of any department, 
agency, or wan spt establishment should be made known and pre- 
sented to the Congress for distribution and allocation of cost of said 
project. 

It is further felt that the cost of the principal purpose of any 
project should be allocated to the principal purpose for which the 
project was originated. Agreement is aes that cost relative to 
other purposes such as irrigation, watershed management, domestic, 
municipal, industrial, recreation, fish and wildlife development, pollu- 
tion control or abatement, and any other benefits, should be determined 
and equitably allocated their proportionate cost to facilitate a true 
picture as to the benefit derived therefrom. 

Not being a technical engineer or expert on the method of cost 
allocation of multipurpose projects, I cannot give this type of testi- 
mony. However, I feel that the present formula method used in 
allocation of costs to power now being changed upward continuously 
is not for the best interest of all concerned. I believe the cost of 
electric power should be allocated fairly for this purpose and it 
should bear only its fair but no greater share of the whole project. I 
am concerned and greatly interested in the method of determining 
feasibility of multipurpose projects because my very livelihood de- 

nds on water conservation and its development. If improper 
ormulas are used and costs are continually changed, in my opinion 
the feasibility of future projects could well be presented as unfeasible. 
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One of the policies of the Louisiana Farm Bureau Federation as 
adopted at their annual meeting last year is as follows: 

We recognize the need for the continuation and expansion of the rural electric 
cooperatives in supplying adequate electric power and telephone service to a 
rapidly modernizing agriculture. We feel that these cooperatives for the time 
being must continue to look to the Government for financing. 

To assure the electric cooperatives of continued low-cost, adequate 
wholesale supply, I feel that feasible projects should be developed, 
since | know from experience that “sea level” of wholesale power 
rates are governed by the rates set by the Southwestern Power Ad- 
ministration in our area. With this yardstick effect I believe alloca- 
tion of costs for power should be reviewed and approved by Congress, 
so that fair and proper costs will be charged to the several purposes. 

The amortization period of 100 years meets with our approval. 
It is understood that the life of these projects is a minimum of 350 
years, according to engineering testimony. I have been informed 
that Southwestern Power Administration last year placed into effect 
a 2714-percent rate increase to all of its customers. This rate increase 
will be reflected soon in the wholesale power rates of our own 
cooperative and could result in an increase of rates to our rural mem- 
bers. We have suffered a great loss in our cooperative due to Hur- 
ricane Audrey, which completely demolished nearly 50 percent of our 
cooperative’s system. Our present rates are above average in our 
area and this increase in rates by the Government in the Southwest 
Power area can seriously affect the financial condition of our 
cooperative. : 

We in Louisiana, particularly rice farmers who are dependent upon 
irrigation, well recognize the importance of good soil and water con- 
servation policies. Although Louisiana does not have the proper 
terrain for development of multipurpose projects that would permit 
installation of hydro facilities for power, we in Louisiana are acutely 
aware of the great waste of soil and water: are supporting and will 
continue to support programs designed to meet conservation needs 
of the State of Louisiana and our Nation as a whole. We believe also 
that development of feasible multipurpose projects is essential to an 
organized, planned, and developed water and soil conservation pro- 

am. I believe that the principles stated in H.R. 8 will do much 
to stabilize and promote future projects. 

Gentlemen, I thank you for permitting a grassroots farmer this 
opportunity to discuss this problem and to ask that you favorably 
consider the support and passage of H.R. 8. 

Gentlemen, I thank you. 

Mr. Davis. We are glad to have you here. 

Mr. Batpwrty. You mentioned you are first vice president of the 
Louisiana Farm Bureau Federation. Has the National Farm Bureau 
taken a position on H.R. 8? 

Mr Marsuatt. In contacting the State office, they called the Chi- 
cago office and they said that they had not made a complete study on 
H.R. 8, but they were in favor of the principles of the soil conserva- 
tion program, and they would not make any testimony for or against 
this bill at the present time. 

Mr. Batpwin. You mentioned the principles of the soil conser- 
vation program, and that does not necessarily cover all of the 
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principles covered in H.R. 8. There is a power purpose involved in 
this bill. I was just curious as to whether the National Farm Bureau 
Federation had taken a position on it. 

Mr. Marsnaty. To my knowledge right now we have not had any 
complete report on the bill. 

Mr. Batpwin. Thank you. 

Mr. Davis. While you are there, and with all due respect, I appre- 
ciate the representation within the States of the Farm Bureau, but 
I became so disgusted with the national position of the Farm Bureau 
that I told them not to write me any more about anything. Why, 
they are against everything. 

Mr. Marsuaty. No; I do not agree with you. 

Mr. Davis. Yes, we had that Tennessee Valley Authority self- 
financing bill, which would help more farmers all over the country, 
and they were against it. I told them to take a quick step. And 
that’s not the only thing. 

Well, I will quit on that right here. I just told the man not to 
write me any more, and he hasn’t either. But I have a great respect 
for a man like you down in the State who represents the Bureau in 
Louisiana, and the poeple in my State for the most part, with the 
exception of one or two, who do not know what it is all about. Of 
course, they are not in my district. Honestly, if they were I would 
tell them the same thing that I said to the head man of the bureau, 

Who is the president up in Chicago? 

Mr. Charley Shuman. 

Mr. Davis. That’s the fellow. I thought I never would forget 
his name. 

All right, Governor. 

Mr. McMarn. Mr. Chairman, we would like you to know how much 
we appreciate the courtesies you have extended us, and the fair and 
impartial manner in which you have presided at this hearing. Those 
of us from Arkansas who live across the river from you want you to 
know how much we appreciate the tremendous service you are render- 
ing to the people of Tennessee. 

Mr. Chairman, we have a number of other witnesses here who are 
prepared to testify. Their testimony would be cumulative, and with 
the permission of the Chair I would like to call the names of each of 
these witnesses and the organization they represent, and request per- 
mission that their statements be filed as a matter of record. 

Mr. Davis. Yes, sir. 

Mr. McMarn. The first witness appears to be Mr. Olen Monsees, 
ae of the Missouri Farm Bureau Federation at Jefferson 

itv, Mo. 

Since the position of the Farm Bureau has just been under dis- 
cussion, I would like to read two sentences from his statement. He 
says: 

At our last annual meeting, November 18, 1959, the following recommenda- 
tion was adopted : 


That is, at the State meeting. 


We further urge the American Farm Bureau Federation to support legisla- 
tion to provide for the establishment of a formula for the allocation of costs 
on Federal multiple-purpose projects. This is a constructive step since the 
portion of such costs to be amortized by power bear directly on the expense of 
such power when supplied to the consumer. 


That is an excerpt from his statement. 
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We have another witness from Kansas City, Mo., Howard A. 
Cowden, president of the Consumers Cooperative Association, Kansas 
City, Mo. ‘ 

Mr. Truman Green, manager, Central Electric Power Co-op, Jef- 
ferson City, Mo. 

Mr. H. M. Dillon, manager of the East Central Oklahoma Electric 
Co-op, Inc., Okmulgee, Okla. 

Mr. Wesley R. Clendenen, manager, the Cooperative Electric Power 
& Light Co., Inc., lola, Kans. 

Mr. T. E. Bostick, manager of the Woodruff Electric Co-op Corp., 
Forrest City, Ark. 

Mr. Davis. He is an old friend of mine and he testified before. 

Mr. McMarn. Yes, sir. 

Mr. Davis. He is still here, I suppose. 

Mr. McMarn. Yes, sir. 

Mr. U. J. Gajan, general manager of the Southwest Louisiana 
Electric Membership Corp. of LaFayette, La. 

Mr. 8. L. Winston, president, Concordia Electric Corp., Inc., Ferri- 


day, La. 

Vir. J. G. Williams, president, KAMO Electric Co-op, Inc., Cush- 

ing, Okla. 
fr. R. E. Holladay, Jr., general manager, Northeast Louisiana 
Power Co-op, Inc., Winnsboro, La. 

Mr. Lloyd Patton, president, Oklahoma Association of Electric 
Co-ops, Oklahoma City, Okla. 

Mr. J. I. Peachee, president, Oklahoma Electric Cooperative, Nor- 
man, Okla. 

Mr. Julius Helm, general manager, Missouri State Rural Electrifi- 
cation Association, Jefferson City, Mo. 

Mr. J. S. Robbins, manager, Jefferson Davis Electric Co-op, Inc., 
Jennings, La. 

Mr. Howard G. Crocker, manager, Northwestern Electric Coopera- 
tive, Inc., Woodward, Okla. 

Mr. William C. Wise, representing Kenneth Holum of the Midwest 
Electric Consumers Association, Aberdeen, S. Dak. 

Then we have two statements from organizations who do not have 
representatives here, but who will file their statements. That is the 
Mississippi Rural Electric Association and the Arkansas State Elec- 
tric Co-op. 

Mr. Chairman, that concludes our testimony. 

Mr. Davis. Governor McMath, I wish you and the others would 
remain for a few minutes so that we can complete the record. Nat- 
urally I am very grateful to you for the kind statements you made. 

Governor McMath is the distinguished Governor of Arkansas, and 
I wanted to express to you the appreciation of this committee for 
your cooperation in handling the presentation today. If every leader 
of a group would exercise the same good judgment you have, we 
would get along much further. I am quite sure we have a good, clear 
picture of this bill and what it involves, and its importance. 

Now then, without objection, these statements will be made a part 
of the record at this point. 


264 DEVELOPMENT OF WATER RESOURCES 


(The statements referred to are as follows:) 


STATEMENT OF TRUMAN GREEN, MANAGER, CENTRAL ELECTRIC POWER COOPERATIVE, 
JEFFERSON City, Mo. 


Mr. Chairman and members of the committee, since 1954 cost allocations have 
been made by the Corps of Engineers using the “separable costs-remaining 
benefits” method as shown by the following statement made May 1, 1956, by 
Major General Itschner before the House Subcommittee on Flood Control of 
the Public Works Committee: 

“In 1954 the three (Interior, FPC, and the Army) principal Federal agencies 
concerned agreed to the use of the ‘separable costs-remaining benefits’ method 
of cost allocation, since that time the Chief of Engineers has used this method 
exclusively except where authorizing legislation prevented.” 

We contend that this method is being used as an arbitrary method to violate 
the Flood Control Act of 1944. The following statements were also made by 
General Itschner in the May 1, 1956, hearing : 

“To apply the ‘remaining benefits’ of distributing the joint costs, it is neces- 
sary first to determine what benefits will accrue to each purpose. 

“Cost allocation is only the process of distributing the entire cost of a project 
to the various purposes it serves without regard to the benefits the project will 
produce.” 

The above statements are very contradictory and are cast in further doubt 
by the following statement before the Senate Subcommittee of the Committee 
on Public Works, February 27, 1956, by Mr. Bradley, Interior Department : 

“The cost allocation method that we have been using is value. It doesn’t 
have anything to do with project costs. It represents the best estimates that 
can be made as to the estimated value of the service being performed.” 

From the above statements, ti is clear that costs allocated to power are arbi- 
trarily set to make an electric rate as high as the traffic will bear. 

This arbitrary method, used by the executive agencies, does not conform to 
the Flood Control Act of 1944, which says in part that electric power shall be 
disposed of: 

“At the lowest possible rates to consumers consistent with sound business 
principles * * *,” 

We are not alone in our concern about these Government agencies juggling 
arbitrary policies. In June 1956, the Senate passed Resolution 281 which had 
the following purpose: 

“Senate resolution (281) is to correct a situation in which the executive 
agencies of the Government are progressively arrogating to themselves land and 
water resources development policymaking functions which properly reside with 
the Congress.” 

Another arbitrary decision made without any basis by the executive agencies 
is the 50-year payout period. 

In the May 1, 1956, statement by General Itschner the following is found: 

“It has not been the policy of the Government to make a profit on its water 
resources development projects so that over the assumed economic life of the 
project, which we take as 50 years, full compensation is made to the Govern- 
ment, with interest.” 

“The Government’s profits will come after the 50-year period, as many projects 
will serve indefinitely into the future.” 

Again these statements conflict and violate the 1944 Flood Control Act because 
a “reasonable period of years” would be more than 50 years and closer to an 
“indefinite future” of at least 100 years useful life in the project facilities. 

As a further example of arbitrary assignment of cost chargeable to power, 
the following table shows a recent cost of power comparisons of projects in the 
Southwest as prepared by the Corps of Engineers : 


| | 

Capacity in | Annual power | Capacity in | Annual power 

Project kilowatts cost per Project kilowatts cost per 

kilowatt kilowatt 
Bull Shoals... ....---- 340, 000 $7.93 || Greers Ferry. - ----- -| 96, 000 15. 67 
aa 70, 000 9.19 || Tenkiller Ferry_-___- 34, 000 15. 91 
Table Rock..........- 200,000 11.28 || Eufaula._........... 90, 000 17.31 
70, 000 17, 000 17. 65 
30, 000 13.92 || Fort Gibson. 45, 600 17.91 
Blakeley Mountain__- 75, 000 14.06 || 124, 000 
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It is shown here that the highest cost project is nearly 24% times the cost of 
the lowest cost project or 250 percent higher. 

Since H.R. 8 will control irrational and arbitrary decisions on water resources 
by the executive agencies, we urge passage of H.R. &. 


STATEMENT OF H. M. Ditton, MANAGER, East CENTRAL OKLAHOMA ELECTRIC 
COOPPRATIVE, INC., OKMULGER, OKLA. 


Mr. Chairman and gentlemen of the committee, I am H. M. Dillon, manager 
of the East Central Oklahoma Electric Cooperative, Inc., of Okmulgee, Okla. 
Our cooperative serves some 7,550 farmers, rural residents, rural commercial 
loads, ete., including some 1,650 producing oil wells. Our service area includes 
some seven counties extending over an area 60 miles south of Tulsa, Okla., and 
some 40 miles both east and west from such an area centerline. 

Approximately 20 percent of our electric power is purchased from the Depart- 
ment of the Interior marketing agency in our area, the Southwestern Power 
Administration; Mr. Douglas G. Wright of Tulsa, Okla., is the administrator 
of this organization. Its rates are definitely the “yardstick” on which are 
based the private power companies’ rates to all “preference customers” in the 
Southwest. 

As a direct result of inequitable allocation of power costs on multipurpose 
dams in the Southwest, our municipal power and light organizations and the 
REA financed cooperatives have sustained a 27-percent increase in power costs. 
That was nearly 4 years ago, during 1956. 

Each year since 1952, with one exception, we have appeared before various 
Senate and House committees relative to our power cost problems. Since then 
a larger group of us from the Missouri Valley Basin area, the Pacific Northwest, 
the Tennessee Valley area, and the Southeast, as well as our own Southwest, 
have been actively sponsoring the Trimble bill. Congressman Jim Trimble fron: 
our neighboring State of Arkansas has provided us with the needed leadership 
along with ex-Governor Sidney 8S. McMath, also of Arkansas. _On the Senate 
side our own Senator Robert S. Kerr of Oklahoma has been most effective in 
helping us wage this fight for the Kerr-Trimble bill. 

During 1954 the Comptroller General of the United States expressed himself 
on the need for such a bill as the Trimble bill, as follows: 

“In previous years a jurisdictional dispute has existed between the Depart- 
ment of Interior and the Corps of Engineers, Department of the Army, concern- 
ing the allocation of construction costs of multipurpose projects. We have been 
informed that general agreement on allocation of costs of multipurpose projects 
has been reached with the Corps of Engineers. The procedures agreed upon, 
however, leave unresolved the basic problem of final responsibility for making 
allocations. We believe that the basis for the differences that existed which 
were fundamental in character should be resolved with finality by clarifying 
legislation.” (Emphasis supplied.] 

As far back as 1952 the Subcommittee on Public Works reported on Decem- 
ber 5: “the agencies (the three above mentioned) are operating in considerable 
confusion in the problem of allocation costs and that the Congress has not 
been adequately specific in outlining a policy to be followed in cost allocation.” 
[Emphasis supplied. } 

The major purposes of federally financed multipurpose dams are as follows: 
(1) Flood control; (2) commercial, industrial, and municipal water supply; (3) 
navigation; (4) irrigation; (5) recreation; (6) streamflow regulation and 
downstream benefits; (7) soil conservation; (8) hydroelectric power. 

Originally by the use of the “incremental costs method” the percentage of the 
total costs of our first two multipurpose dams, the Denison Dam along the Okla- 
homa-Texas border on the Red River and Norfolk Dam in northeastern Arkan- 
sas, were determined and set by the Congress. The percentages of costs that 
were to be reimbursable to the U.S. Government from the sale of electric power 
were set at 32 percent for Denison Dam and 42 percent for Norfolk Dam. 

Let’s compare those percentages with those set by various administrative 
agencies during the planning stages for Table Rock Dam in southern Missouri 
and for Eufaula Dam in our service area in eastern Oklahoma. These early 
percentages were 86 and 84 percent. 
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As indicated in a tentative cost allocation report, dated January 4, 1960, the 
Southwestern Power Administration was advised the revised figures on the 
Eufaula Dam are as follows: 


| Amount | Percent 
Hydroelectric power 4 39, 664, 800 26.6 


1 Not included. 


It is our considered opinion that along with a few other factors, the possibility 
of Congress enacting the Trimble bill into law has been one of the principal 
reasons for the percentage of total costs for Eufaula Dam to be reimbursible 
from the sale of electric power, being reduced from 84 percent to the present 
26.6 percent. 

However, the danger lies in the fact that at any time the administrative 
agencies may so desire, they can on the sole basis of administrative bureau 
action, radically change this and other cost allocation percentages to any figures 
that some later study may indicate to be advisable, in the opinion of those 
administrative agencies. 

And worse yet, those bureaus can apply the revised percentages on a retro- 
active basis, back to the date the dam’s hydroelectric generators first actually 
generated electric power. The members of this committee can readily realize 
that such administrative agency action can overnight put the electric power 
marketing agency in our area, Southwestern Power Administration, in the posi- 
tion of operating in the red in spite of the fact that it was operating in the 
black the day before. 

The Trimble bill requires that the administrative agencies make their detailed 
studies as before but when final cost allocations are determined, such deter- 
minations shall be made by the Congress. Is that not fair and equitable? 

Summarizing, the Trimble bill will effectively— 

1, Restore to the Congress its inherent right to establish equitable cost 
allocations on all multipurpose federally financed dam projects. 

2. Develop a payout life for such multipurpose projects, of 100 years or 
the agreed anticipated life of the project, whichever is the lesser. 

3. Enable the Congress to properly evaluate the nonreimbursable costs of 
such projects, many of which will result in great tangible benefits to the 
area involved. 

4. Control the rate of interest charged to such multipurpose projects based 
on the previous 15 years historical experience. 

5. By utilizing the original ‘incremental costs method,” eliminate the 
hodgepodge of controversies, etc., between various administrative bureaus by 
providing such bureaus with “guidelines” that will result in accurately 
evaluated, equitable cost allocations. 

6. Stabilize the electric power rates for the marketing agency concerned 
and carry out the aims of the Flood Control Act of 1944, which clearly sets 
forth that electric power, produced at such projects, be made available at 
the lowest possible justifiable rates to the ultimate consumer. 

7. Permit the reasonable subsidization of irrigation costs in areas where 
such action is deemed advisable by the Congress. 

Finally, electric power produced at multipurpose projects is incidental and 
represents “the tail of the dog.” As such it should not be expected “te wag 
the dog.” 

May we have your active support of the Trimble bill, H.R. 8? 

Thank you very much for your time. 


STATEMENT OF WESLEY R. CLENDENEN, MANAGER, THE COOPERATIVE ELECTRIC 
Power & Licut Co., INnc., Tota, Kans. 


Mr. Chairman and gentlemen of the committee, my name is Wesley R. Clen- 
denen, of Iola, Kans. 
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I am manager of the Cooperative Electric Power & Light Co., Inc., a rural 
electric cooperative serving approximately 2,300 members in four counties in 
southeast Kansas. 

I am here representing my own cooperative, the Kansas Rural Electric Co- 
operative Statewide Association, and the cooperatives in southern and southeast 
Kansas, which is adjacent to areas now receiving electric power, wholesale, 
from the Southwestern Power Administration. 

In Kansas farmers are the third largest distributors of electric power with 
an investment of approximately $107 million in 55,000 miles of line, serving 
108,000 consumers. : 

We feel the 8.P.A. is a yardstick for determining the present rates throughout 
the State of Kansas, as well as all of the Southwest area. We are, therefore, 
vitally interested in any legislation affecting the S.P.A. wholesale rates to co- 
operatives and other preference customers. 

Farmers dependent on electricity to meet today’s production requirements 
cannot afford increased power costs in the face of declining farm income. We 
feel the Congress should clearly define the formulas for allocation of costs and 
eliminate the confusion that seems to exist. 

There are 36 rural electric distribution cooperatives organized and operating 
in Kansas, and 1 generating and transmission cooperative. The 12 cooperatives 
in Kansas located in the Southwestern Power Administration marketing area 
serve approximately 29,000 consumers and about 16,000 miles of line. 

Due to the economic situation of agriculture in that area, there has been a 
continued trend of people leaving the farms and going into industry. On the 
system I manage we now have 496 idle electric services compared with approxi- 
mately 300 last year and they are continuing to increase. 

We are, therefore, anxious to hold the line in costs of wholesale power. All 
of the 12 cooperatives in the area I just mentioned buy their power from investor- 
owned power companies with the exception of 1, in which they only generate 
about one-third of the total power sold to their ultimate consumers. 

According to the latest figure, which is as of December 31, 1959, from the 
Kansas Corporation Commission reports, our wholesale power costs in southeast 
Kansas averaged approximately 6.248 mills per kilowatt-hour. ‘ These costs 
graduate up as the distance from the S.P.A. marketing area becomes greater, until 
some cooperatives in the northwest part of the State paid as high as 9 mills per 
kilowatt-hour. 

At the 19th annual meeting of the Kansas Electric Cooperatives, Inc., held at 
Colby, Kans., January 7-8, 1960, the following resolution was adopted. 


“RESOLUTION NO, 1 


“Whereas, the Trimble bill is still in committee in Congress and there is still 
a great need for passage of the bill: Now, therefore, be it 

“Resolved, That we continue our efforts for the passage of the Trimble bill. 

“We in Kansas feel that with the passage of the Trimble bill, the allocation of 
costs for multiple-purpose projects should be given back to and made a responsi- 
bility of the Congress of the United States, where it belongs. 

“We, therefore, request that the committee study and consider this problem 
and recommend to Congress the passage of the Trimble bill, known as H.R. 8.” 

I thank the members of this committee for the opportunity to tell you how 
we in Kansas feel about this problem. 


STATEMENT oF T. E. Bostick, Forrest Crry, ARK., CHAIRMAN LEGISLATIVE Com- 
MITTEE OF THE ADVISORY COMMITTEE ON POWER FOR THE SOUTHWEST 


Mr. Chairman and gentlemen of the committee, my name is T. E. Bostick. I 
am manager of the Woodruff Electric Cooperative Corp., of Forrest City, Ark., 
a corporation organized by the farmers under the laws of the State and Rural 
Electrification Act, to serve a 7-county area of Kast Central Arkansas with rural 
lights and power, and to serve approximately 13,000 farm families over 4,000 
miles of distribution lines. I am a board member of Arkansas State Electric 
Cooperative, organized to serve the some 135,000 farm families of Arkansas 
with rural lights and power, and chairman of the legislative subcommittee of the 
advisory committee on power for the Southwest. This 6-state area of the South- 
west serves approximately 1 million farmer power users. Also, I am a farmer 
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member of our own organization utilizing some 40,000 kilowatt-hours of electric- 
ity per year (since the acreage cut) in my own farming operation, which I men- 
tion to qualify my statement, and the fact that I do know the value of and the 
necessity for low-cost electricity on the farm, especially in the face of our declin- 
ing farm economy. 

I am making this statement supplementing my statement of July 9, 1959, filed 
with this committee. It just so happens that on that same date—July 9, 1959, 
the TVA self-financing bill was passed and became law. We made no formal 
protest on the passage of this legislation, because we knew that under the pres- 
ent administration, TVA needed some kind of relief in order to meet the grow- 
ing needs and uses for electricity in the TVA area. Yet we forsaw and predicted 
that provisions in this legislation would very severely affect the rate structures 
of not only the Southwest, but of the entire Nation, except perhaps in the TVA 
and Bonneville areas. 

This prediction was not long in becoming a reality. In early August 1959, Mr. 
Ritchie, President of Arkansas Power & Light Co., wrote to all the co-ops in 
Arkansas being served by them that a rate increase was in the making, and 
requested a meeting with the co-ops in Little Rock on August 18, 1959. This 
meeting was held and a rate increase proposal was submitted to us. We, of 
course, objected, but over our objections Rate Schedule 22B has been filed with 
the Public Service Commission for an average increase in rates to the co-ops of 
Arkansas of 53.6 percent based on 1959 consumption, or from $1,266,104 to $1,- 
945,353, an increase of $679,249. 

In my own co-op, the Woodruff Electric Cooperative Corp., this increase based 
on 1959 kilowatt-hour use would have been 64.9 percent, or an increase of from 
$231,000 to $380,200, or $148,569 in power costs—from 4.72 mills to 7.75 mills per 
kilowatt-hour. 

Such an increase is exhorbitant and unwarranted, but it points out very clearly 
and unmistakably the fact that to remove any competition from the area, such 
as was provided in the self-financing TVA bill, to the effect that no State not now 
receiving TVA power could receive same, then power prices from the private 
power companies skyrocket. Only a State line and the Mississippi River separate 
us from the TVA area and transmission lines. The move by the power company 
was swift following the passage of the self-financing bill. This is the last link in 
the chain the power companies have been throwing around us, and the tightening 
of this stranglehold has begun. 

I am attaching hereto a tabulation made by the Arkansas Power & Light Co. 
as to the proposed increase to the cooperatives of Arkansas, now pending before 
the Public Service Commission. 
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ExHIsBiT B 


Tabulation showing annual revenues, amount of annual increase, and mills per 
kilowatt-hours by cooperatives under proposed rate as alternates for the rate 
offered Aug. 18, 1959, and filed with Commission Jan. 21, 1960, for the 12-month 
period 


ended December 1959 
Annual billing Mills per kilowatt-hour 
Alternate Present Increase Alternate Present 
rate! rate! 
4 $41, 674 $26, 544 7.79 4.76 
237,115 143, 532 93, 7.9 4. 82 
89, 370 72, 743 16, 627 6. 40 5.21 
, 637 160, 760 73, 877 7.09 4. 86 
139, 004 88, 729 ‘ 7. 55 4.82 
265, 741 , 730 86, 011 6. 96 4.70 
064 11, 375 7.05 5.32 
80, 555 54,177 26, 378 6. 87 4,62 
93, 792 62, 161 31, 631 6.95 4.61 
95, 183 67, 27,679 6. 52 4.62 
103, 176 54, 434 48, 742 9. 32 4.92 
CS 68, 076 47,217 20, 859 6. 80 4.72 
75, 232 50, 437 24, 795 7. 20 4.83 
, 200 231, 631 148, 569 7.75 4.72 
eee 1, 945, 353 1, 266, 104 679, 249 7.34 4.78 


1 At contract expiration date. 
Alternate monthly rate: 
(1) $1.20 per kilowatt of billing demand, and 3.40 mills per kilowatt-hour. 
Or in the alternative, company proposes a monthly rate of one of the following: (2) $1.50 per kilo- 
watts of billing demand including 90 kilowatt-hours per kilowatts of billing demand; 3.40 mills per 
kilowatt-hours for all additional energy, or 


(3) $2.05 per kilowatts of billing demand including 250 kilowatt-hours per kilowatt of billing demand; 
3.40 mills per kilowatt-hour for all additional energy, or f 
(4) Included kilowatt-hour of such other quantities as desired by cooperatives with a billing demand 


charge commensurate with the included kilowatt-hours and 3.40 mills per kilowatt-hour for such 
additional energy. 


Monthly billing demand for above rates: The monthly billing demand in kilowatts shall never be less 
than the highest established during the 12 months ending with the current month. 
Fuel adjustment for above rates: At rate of 0.15 mill per kilowatt-hour for each 1 cent increase per million 


B.t.u. over 22 cents. 

Circular A~47 which permits promiscuous use of cost allocations to a point that 
power delivered from these hydroelectric dams can be raised or lowered at will, 
depending who is administering the formula, is putting the price of power be- 
yond reach of many cooperatives, and is raising the price of power over the 
Nation. This increase must naturally all come from the consumer and goes 
into the pockets of the power companies, overflowing the already bulging pocket- 
books. 

These increases are coming at a time when the power companies are making 
more money than they have ever made before, and some of them are even issuing 
tax free dividends from these accumulated reserves. Some $2 billion worth of 
these reserves by the electric and gas utilities were at stake as of December 
31, 1958, according to SEC. This gigantic reserve of $2 billion—approximately 
one-half of all the moneys loaned to the REA co-ops—is nothing more than a 
subsidy by our Government to the power companies—and it is not moneys that 
will be repaid to the Government as is being done by the co-ops, but is a direct 
subsidy or grant to them, and these moneys will not return to the Treasury of 
Uncle Sam. We speak of the “liberalized depreciation” and “tax savings” by 
these power companies as permitted under sections 167 and 168 respectively of 
the 1954 Internal Revenue Code. 

These are moneys that have been extracted from the electric ratepayers of 
the Nation and are safely resting in the pockets of the power companies—while 
at the same time, wholesale rates are being pushed upward at the hydroelectric 
projects of the Southwest through maneuvering of cost allocations as provided 
for in Circular A-47. It seems to be the intent of the power companies to 
maneuver public power production into the same sphere as the private power 
companies—that is to sell the power at the highest possible cost to the people, 
rather than at the lowest possible cost, as was the original intent of Congress. 

We implore you gentlemen of this committee to report favorably on H.R. 8 
so that the authority for the development of our national resources may be 
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returned to the Congress of the United States where it belongs, instead of being 
permitted to remain in two or three governmental agencies. A war of the future 
could be lost for a lackadaisical attitude on the development of our hydro- 
electric projects. Second to food itself, our Nation has come to depend on elec- 
tricity for achievement. The development of these resources, or the lack of de 
velopment, may well win or lose our next war—or better still, may win or lose 
for us a peaceful existence. It is with this thought in mind that we earnestly 
ask of you to return to Congress the authority to make these decisions in cost 
allocations so that the people of our Nation may receive the many benefits of 
low cost electricity at a price they can afford to pay without being exploited, 
or being “milked to the last drop.” 

According to the power companies’ own estimate, there is spent for house- 
wiring and appliances $4 for each $1 invested in lines. Then the co-ops have 
ereated a $16 billion industry for our Nation—almost everybody in the Nation 
profits in some way by the rural farmer having electricity on his farm. Future 
progress and development of our Nation can best be had through full develop- 
ment of our natural resources and water conservation program. We trust. you 
will report H.R. 8 favorably. 

Thank you, gentlemen, for your time and patience. 


STATEMENT oF U. J. GAJAN, GENERAL MANAGER, SOUTHWEST LOUISIANA ELrEctric 
MEMBERSHIP Corp., LAFAYETTE, LA. 


Mr. Chairman and gentleman of the committee, my name is U. J. Gajan. I 
am general manager of the Southwest Louisiana Electric Membership Corp., 
the largest rural electric distribution cooperative in America. We are presently 
serving 29,000 rural families and other establishments in 8 parishes of south- 
west Louisiana. I live in Lafayette, La., and our headquarters are in that city. 
I am president of the Tex.-La. Electric Cooperative, Inc., a legally incorporated 
organization, composed of rural electric cooperatives and municipalities in east 
Texas and Louisiana. 

I am chairman of the committee on dams for the southwest area, a subcom- 
mittee of the advisory committee on power for the Southwest. The advisory 
committee is a voluntary organization of duly appointed representatives from 
the States of Arkansas, Kansas, Missouri, Oklahoma, Texas, and Louisiana. 
Municipalities are also represented along with some 250 rural electric coopera- 
tives in the southwest area. Our activities are directed to problems of pro- 
moting an orderly and planned development of power supply and power require- 
ments on a wholesale level. Our primary objective is to assure the rural elec- 
tic and municipal systems, in this six-State area, adequate power at reasonable 
rates. Hence, our appearance before your committee today. 


SPA SETS PATTERN FOR LOW WHOLESALE RATES 


First, let me say, that we are in full support of the H.R. 8, known as the 
Trimble bill, and its overall objectives. The problem of reasonable wholesale 
rates are not new in this area. It dates back to the inception of the rural 
electric systems in 1937-38. After 22 years of continuous effort, we find our- 
selves still engaged in a struggle for adequate, dependable wholesale power at 
reasonable rates. 

Until the inauguration of the Southwestern Power Administration, very little 
was done by the commercial utilities to supply wholesale power at reasonable 
rates. With the postage stamp rate, know as SPA’s schedule A rate of 5.6 mills 
per kilowatt-hour at a 50 percent load factor, then, and only then did the com- 
mercial utilities grant the necessary relief. The schedule A rate served as the 
sea level in wholesale power rate structure. 

I am convinced, Mr. Chairman, that just as Southwestern Power Administra- 
tion set the pattern for reasonable wholesale rates, it can just as easily set the 
pattern in reverse because the Department of Interior arbitrarily increased the 
SPA rates by 271% percent, or roughly 7.1 mills at 50 percent load factor. This 
could well prove to be the future pattern for rate schedules in Louisiana. (I 
would like to add, Mr. Chairman, that at the present time, no power from 
Southwestern Power Administration is being transmitted into Louisiana. The 
fact that SPA power was available to cooperatives in Louisiana motivated the 
commercial utility companies to make the schedule A rates available to us.) 
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REA OPERATING STATISTICS FOR 1958 


According to the 1958 operating statistics published by the Department of 
Agriculture, the following information is submitted for your study : 


Louisiana, year 1958 


of kilowatt-hours 338, 966, 069 
Cost of kilowatt-hours purchased__------------------------------ $1, 933, 965 
Percent of power cost to revenue____.--------------------------- 22 
Average cost per 0570, 


ADDITIONAL POWER COST OVER 30-YEAR PERIOD 


In 1958, the 13 rural systems in Louisiana purchased 338,966,069 kilowatt- 
hours. According to our persent rate schedule, as established by the South- 
western Power Administration, we paid $1,933,965. Applying the 7.1 mill rate, 
which is the present SPA schedule, would have cost the Louisiana systems 
and the approximately 117,914 rural families an additional $472,794. Projecting 
this over a period of 80 years, including load growth, and using the 1958 kilo- 
watt-hour consumption would cost the rural people in Louisiana an additional 
$85 million. 

ECONOMIC RECESSION OF RURAL AREAS 


In the past few years, the agricultural economy of the southwest area has 
been affected by weather conditions, which severely curtailed farm production. 
In the past years, we have had tornadoes, hurricanes, and heavy rainfalls, 
which practically destroyed all crops. Recent statistics reveal that the income 
of the farmers has taken another drop. They are not in a position to pay 
more for their essential electric service. The rural people need help. I am 
convinced the Trimble bill (H.R. 8) would be instrumental in stabilizing rates, 
not only for the rural people, but for all users of electricity in the area. It 
would provide some future relief for the farmers of the area. 


CONGRESS SHOULD DETERMINE COST FORMULA 


In my judgment, one of the basic facts that Congress must face is the trend 
in Government agencies to usurp the authority and the intent of Congress. 
On December 5, 1952, the Subcommittee on Public Works reported the following: 

“The agencies are operating in considerable confusion in the problem of allo- 
cation of costs, and the Congress has not been adequately specific in outlining 
a policy to be followed in cost allocation.” 

The Comptroller General, in his audit reports to the Congress in 1954, re- 
garding the activities of the SPA, said: 

“In previous years a jurisdictional dispute has existed between the Depart- 
ment of Interior and the Corps of Engineers, Department of the Army, con- 
cerning the allocation of construction costs of multipurpose projects. We have 
been informed that general agreement on the allocation of cost of multipurpose 
projects has been reached with the Corps of Engineers. The procedure agreed 
upon, however, leaves unresolved the basic problem of final responsibility for 
making allocations. We believe that the basis for the differences that existed 
which were fundamental in character, should be reselved with finality by 
clarifying legislation.” 

Accordingly, we respectfully ask this committee to help correct this confusion 
by passing the Trimble bill (FLR. 8). This bill would do two very important 
things, 

1. Raise the amortization period from 50 years to 100 years. It is the con- 
sensus of opinion that the minimum life of a power dam is approximately 150 
years and upward to 500 years. Secretary Aandahl stated his recent study 
showed that by keeping present rates in effect that the dams would pay out 
in 78 years. 

2. Go back to the true incremental cost method to figure allocation cost by 
having Corps of Engineers figure the cost of any dam including all facilities, 
except power, then have them figure the cost with power facilities added. The 
difference would be the amount to be charged to the power installation. This 
is the method Congress directed to be used on Denison Dam. On Denison. the 
cost allocated by Congress was 32 percent of the total cost. The approximately 
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78 percent allocated cost to the power, on Tablerock, was the amount arbitrarily 
set by the Assistant Secretary’s method. 

Unless the Trimble bill (H.R. 8) is approved by this committee and passed by 
the Congress, the ultimate effects will be additional increases in wholesale rates, 
for Louisiana, with proportionate increases in retail rates to the farmer-con- 
sumers, and the area. Saddling an additional burden through increased electric 
rates could help to bankrupt the remaining farmers. 


PROTECT OUR PRECIOUS WATER 


I hope this committee will not lose sight of the fact that if the allocations 
of cost to power are continuously increased, it will tend to eliminate the future 
development of multipurpose dams. Therefore, the precious fresh water will be 
allowed to waste unused into the sea. I am further convinced that it is im- 
possible to overemphasize the importance of water and water resources develop- 
ment and its relationship to our future economic growth. 

The report of the Presidential Advisory Committee on water resource policy, 
dated December 23, 1955, pointed out that the estimated use of water in this 
country in 1950 was 185 billion gallons per day. Based on a population estimate 
of 200 million by 1967, the estimated daily requirements would be 350 billion 
gallons. If you consider the revised estimated population of this country in 
1967, the estimated water requirements would be between 400 and 450 billion 
gallons per day. This is considerably more than double the 1950 requirements 
in just 17 years. 

Mr. Chairman and gentlemen of the committee, this Nation is experiencing a 
crisis. In my humble opinion, the future economic growth and development of 
our natural resources through multipurpose projects, greatly hinges on the 
passage of House bill H.R. 8. I respectfully urge that this committee give 
serious consideration and approval to the Trimble bill, in order to preserve 
our natural water resources, to stabilize rates, and to assure a healthy and 
economic growth of our great Nation. 

Thank you. 


ConcorpIA ELEcTRIC COOPERATIVE, INC., 
Ferriday, La., April 21, 1960. 
CHAIRMAN, HOUSE SUBCOMMITTEE ON PUBLIC WoRKS, 
Washington, D.C. 

Deak Mr. CHARMAN: On behalf of the more than 24,000 rural people receiv- 
ing electricity through our cooperative, we would like to request your favorable 
consideration of the Trimble bill. 

At the time our cooperative first started purchasing power, the wholesale 
rates to us by the commercial utilities averaged more than 13 mills. As soon 
as the Southwest Power Administration announced its rates in the South- 
west area to be 5.6 mills, the power companies immediately reduced their rates 
from over 13 mills to the 5.6 mill yardstick established by SPA. 

During the last year, after SPA started increasing its rates, the commercial 
utilities have in turn started increasing their rates. At the present rate of 
increase it is expected that we will have to increase our retail rates to our 
consumers unless the power company changes its policy. 

We serve in a rural area in which cotton farming in predominant and for the 
past few years there has been a great movement of tenant farmers and other 
small farmers into the cities. This, of course, leaves us with idle equipment 
on which we have borrowed funds for a 35-year period. We, therefore, are 
caught in a squeeze in having to pay for idle lines from which there is no 
revenue. 

This, together with other increased costs, if additional power costs are added 
will make it necessary to finally increase rates to our members. 

We earnestly hope that your committee will approve this bill whereby rates 
in the SPA can at least be reviewed and acted upon by Congress rather than 
allowing a Government agency to set the standard for wholesale power rates 
to electric cooperatives. 

Yours very truly, 
S. L. WINsTON, 
President, Concordia Electric Cooperative, Inc. 
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STATEMENT OF J. G. PresmenT, KAMO ELEcTRIC COOPERATIVE, 


Mr. Chairman and members of the committee, my name is Jim Williams. I 
live on my farm near Cushing, Okla. For 23 years, I have served as trustee 
on my home electric cooperative and I have been a trustee on KAMO Electric 
Cooperative since it was incorporated in 1941. 

KAMO Electric Cooperative is owned by 21 electric cooperatives in Kansas, 
Arkansas, Missouri, and Oklahoma. KAMO now supplies power to 14 of these 
cooperatives in Missouri and Oklahoma. } 

It is the responsibility of KAMO to provide an adequate and dependable 
source of power at the load centers of its members at a fair and reasonable 
rate. We have to plan our systems many years into the future in order to 
make the most economical use of the facilities constructed. 

Part of this planning involves the consideration of the source of our power 
and the rates that we will have to pay for power. 

The present rates that we pay to the Southwestern Power Administration for 
power are based on cost allocations for power in the multipurpose flood con- 
trol projects in the Southwest. Some of these costs were allocated by Congress 
when the projects were authorized. In other projects, costs allocated to power 
were arrived at by some sort of a method, which I do not understand, agreed 
upon by some of the Government agencies. 

This seems like a haphazard way of doing things. The result of this was a 
rate increase in 1958 of about 27 percent for the power customers of the South- 
western Power Administration. 

If the several agencies involved should get together and agree that a different 
cost allocation should be used, and under present arrangements there does not 
seem to be anything to prevent this, then another big rate increase for power 
would be put into effect. 

The Comptroller General has for the past several years included this state- 
ment in his report to Congress, “The unresolved questions relating to cost allo- 
cations, depreciation, and interest on the Federal investment, however, makes 
it impractical to show combined financial statements for thé projects in the 
Arkansas, White, and Red Red River Basins at this time.” 

Congressman Trimble, in his bill, H.R. 8, has provided a means of removing 
the uncertainty of cost allocations for power in these multipurpose projects. It 
will put the authority for this determination in Congress where it belongs. 
This bill will also provide for the amortization of these projects over the reason- 
able life of the projects rather than the short span of 50 years now in the for- 
mula determined by the several agencies. This bill will remove the fear on the 
part of customers of the Southwestern Power Administration, of a new rate 
determination every time someone in the several agencies gets a new and differ- 
ent idea about cost allocation. Congress should have the authority to make 
this determination on every multipurpose project. They should have the right 
to determine the cost allocations assigned to flood control, stream flow regula- 
tion, recreation, navigation, and water supply as well as cost allocations for 
power. 

I want to urge you to pass this bill so that proper and consistent methods 
will be used in determining the cost allocations and thus stabilize rates for 
power from these multipurpose flood control projects. 


SraTeMeENt OF R. Horiapay, Jr., GENERAL MANAGER, NORTHEAST LOUISIANA 
PoweER COOPERATIVE, INC., WINNSBORO, LA. 


My name is R. E. Holladay, Jr. I am general manager for Northeast Louisi- 
ana Power Cooperative, Inc. We are presently serving more than 10,000 farm 
families and small commercial users and operating approximately 2,500 miles 
of electric distribution lines. 

I am also a member of the board of directors of Tex-La Electric Cooperative, 
Inc., a legally incorporated organization, consisting of rural electric cooperatives 
and municipalities in east Texas and Louisiana. 

I am also a member of the Advisory Committee on Power for the Southwest. 
The advisory committee is a voluntary organization of duly appointed repre- 
sentatives from the States of Arkansas, Kansas, Missouri, Oklahoma, Texas, 
and Louisiana. Our activities are directed to problems of promoting an orderly 
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and planned development of power supply and power requirements on a whole 
sale level. Our primary objective is to assure the rural electric and municipal 
systems in this six-State area adequate power at reasonable rates. Hence our In 
appearance before your committee today. 
SPA SETS PATTERN FOR LOW WHOLESALE RATES Pe 
a 
First, we are in full support of H.R. 8, known as the Trimble bill and its outl 
overall objectives. The problem of reasonable wholesale rates is not new in this TI 
area. It dates back to the inception of the rural electric systems in 1937-38. gar¢ 
After 21 years of continuous effort, we find ourselves still engaged in a struggle | “3 
for adequate, dependable, wholesale rates. men 
Until the inauguration of the Southwestern Power Administration very little cern 
was done by the commercial utilities to supply wholesale power at reasonable beer 
rates. With the postage stamp rate known as SPA’s schedule A rate of 5.6 proj 
mills per killowatt-hour at a 50 percent load factor, then, and only then did the upol 
the commercial utilities grant the necessary relief. The schedule A rate became nak 
a yardstick in wholesale power rate structure. whi 
I am convinced, Mr. Chairman, that just as Southwestern Power Administra- clar 
tion set the yardstick for reasonable wholesale rates, it can just as easily set A 
the yardstick pattern in reverse because of the Department of Interior arbi- fusi 
trarily increasing the SPA rates by 27% percent, or roughly 7.1 mills at 50 per- port 
cent load factor, could well prove to be the future pattern of rate schedules in ha 
Louisiana. (I would like to add, Mr. Chairman, that at the present time, no of 0 
power from Southwestern Power Administration is being transmitted into Lou- and 
isiana. The fact that SPA power was available to cooperatives in Louisiana ) that 
motivated the commercial utility companies to make the schedule A rates 2. 
available to us.) hav’ 
REA OPERATING STATISTICS FOR 1957 rs 
iffe 
According to the 1957 operating statistics published by the Department of the 
Agriculture, the following information is submitted for your study: cost 
mat 
Louisiana, year 1957 arbi 
Number of kilowatt-hours purchased___________-______________- 297, 566, 924 Con 
3 Cost of kilowatt-hours purchased___________________-_-__-__- $1, 634, 560 for 
. Percent of power cost to revenue_._-......--.-------------.-...- 20 are 
. ADDITIONAL POWER COST OVER 30-YEAR PERIOD Ps 
ue 
’ In 1957, the 13 rural systems in Louisiana purchased 297,566,924 kilowatt- mer 
hours. According to our present rate schedule, as established by the Southwest- mer 
ern Power Administration, we paid $1,634,560. Applying the 7.1 mill rate, ) mill 
which is the present SPA schedule, would have cost the Louisiana systems and ecol 
the approximately 114,900 rural families an additional $478,165. Projecting T 
this over a period of 30 years, including load growth, and using the 1957 
kilowatt-hour consumption would cost the rural people in Louisiana an addi- 
tional $81 million. Sra 
ECONOMIC RECESSION OF RURAL AREAS ) 
In the past few years, the agricultural economy of the Southwest area has Tar 
been jeopardized by weather conditions, which severly curtailed farm produc- wes 
tion. In the past years, we have had tornadoes, hurricanes, and heavy rain- Ele 
falls, which practically destroyed all crops. As of June 19 of this year, the sou 
heavy unseasonal rain has again ruined the cotton crop. The farmers are tric 
not in a position to pay more for their essential electric service. The rural tral 
people need help. I am convinced the Trimble bill, H.R. 8, would be instru- hon 
mental in stabilizing rates, not only for the farm people, but for all users of is t 
electricity in the area. It would provide some future relief for the farmers abl 
of the area. i I 
bill 
nec 


| 
| 
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CONGRESS SHOULD DETERMINE COST FORMULA 


In my judgment, one of the basic facts that Congress must face is the trend 
in Government agencies to usurp the authority and the intent of Congress. 
On December 5, 1952, the Subcommittee on Public Works reported the following: 

“The agencies are operating in considerable confusion in the problem of 
allocation of costs, and that the Congress has not been adequately specific in 
outlining a policy to be followed in cost allocation.” 

The Comptroller General, in his audit reports to the Congress in 1954, re- 
garding the activities of the SPA said: 

“In previous years a jurisdictional dispute has existed between the Depart- 
ment of Interior and the Corps of Engineers, Department of the Army, con- 
cerning the allocation of construction costs of multipurpose projects. We have 
been informed that general agreement on the allocation of cost of multipurpose 
projects has been reached with the Corps of Engineers. The procedure agreed 
upon, however, leaves unresolved the basic problem of final responsibility for 
making allocations. We believe that the basis for the differences that existed, 
which were fundamental in character, should be resolved with finality by 
clarifying legislation.” 

Accordingly, we respectfully ask this committee to help correct this con- 
fusion by passing the Trimble bill, H.R. 8 This bill would do two very im- 
portant things. 

1. Raise the amortization period from 50 to 100 years. It is the consensus 
of opinion that the minimum life of a power dam is approximately 150 years 
and upward to 500 years. Secretary Aandahl stated his recent study showed 
that by keeping present rates in effect that the dams would pay out in 78 years. 

2. Go back to the true incremental cost method to figure allocation cost by 
having Corps of Engineers figure the cost of any dam including all facilities, 
except power, then have them figure the cost with power facilities added. The 
difference would be the amount to be charged to power installation, This is 
the method Congress directed to be used on Denison Dam. On Denison, the 
cost allocated by Congress was 32 percent of the total cost. The approxi- 
mately 78 percent allocated cost to power, on Tablerock, was the amount 
arbitrarily set by the Assistant Secretary’s method. 

Unless H.R. 8, Trimble bill, is approved by this committee and passed by the 
Congress, the ultimate effects will be additional increases in wholesale rates 
for Louisiana, with proportionate increases in retail rates to the farmer con- 
sumers and the area. I am sure this committee is well aware that the farmers 
are presently in economic difficulties. Saddling an additional burden through 
increased electric rates could help to bankrupt the remaining farmers. 

Prior to this time, the retail rates of the rural electric cooperatives were 
comparable to the commercial utilities. As such, it was the stabilizing in- 
fluence in the overall retail rate picture of the electric consumers. In my judg- 
ment, if the cooperatives are forced to increase their electric rates, the com- 
mercial utilities will eventually do likewise, costing the Nation’s electric users 
millions of dollars in added costs. It would certainly not be helpful to the 
economy of our Nation at this time. 

Thank you. 


STATEMENT OF LLOYD PATTON, PRESIDENT OF OKLAHOMA ASSOCIATION OF ELECTRIC 
COOPERATIVES, OKLAHOMA Ciry, OKLA. 


Mr. Chairman and gentlemen of the committee, my name is Lloyd Patton. 
Iam a farmer rancher. I reside on a farm in Jackson County, located in south- 
western Oklahoma. I am a member of the board of directors of the Cotton 
Electric Cooperative of Walters, Okla., serving some 8,500 rural consumers in 
southwestern Oklahoma. I am president of the Oklahoma Association of Elec- 
tric Cooperatives composed of 26 distribution cooperatives and 2 generation and 
transmission cooperatives, serving a total of 130,000 rural consumers in Okla- 
homa. One of the greatest problems facing the rural electric cooperatives today 
is that of securing an adequate dependable source of wholesale power at reason- 
able rates. 

I am appearing before you today in support of H.R. 8, known as the Trimble 
bill. It is my sincere belief that legislation such as contained in H.R. 8 is 
necessary before the cooperatives can feel secure in the rates which they must 
pay for the wholesale power in the Southwest. 
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I believe that passage of this legislation would make final determination of tio 
cost allocation of multipurpose projects in our area which in turn would permit str 
the Southwestern Power Administration to determine once and for all the amount tio 
of cost to be allocated to the power facilities installed in the multipurpose No’ 
projects in our area. | cos 
To date it has been impossible for the Southwestern Power Administration to 90 
establish with any degree of certainty the amount to be required to be repaid in 
by the power users from the power facilities under their jurisdiction. I believe ; to: 
that the question of cost allocation must be determined by the Congress of the of 
United States. The rural electric cooperatives of Oklahoma have invested in § 
their facilities to serve the 130,000 rural consumers a total of $150 million. We rai 
in Oklahoma are proud of our record of extending the benefits of electricity cor 
to the rural people in our great State. I am sure that all of you gentlemen are por 
aware of the problems confronting agriculture today, and whether or not the Ho 
rural electric cooperatives of Oklahoma can continue to provide electric service El 
to these people depends to a large extent upon wholesale power rates to the in- tw 
dividual systems. ( 
In 1957, when the Southwestern Power Administration raised their wholesale we 
rates by 27 percent, some seven cooperatives in Oklahoma raised their rates cor 
to offset this increase. We do not object to paying our share of the cost of cel 
providing the electrical facilities installed in the multipurpose projects, but today the 
we feel that we are having to pay part of the other benefits installed in these sal 
projects in the Southwest. ye 
When the first two dams were built in the Southwest, namely Denison and of 
Norfork, Congress directed that the incrementai method of cost allocation be . 
used on these two projects. This resulted in the allocation of approximately 34 ) ne 
percent of the total cost of the two projects to power facilities. Since this time cor 
Congress has taken no action to make final determination as to their wishes in wl 
Tegard to cost allocation. As a result, the different agencies of Government 
have taken upon themselves the responsibility of making cost allocation on all In 
multipurpose projects. This. has resulted in a considerable increase in the mé 
amount allocated to power facilities in the multipurpose projects now built or sy: 
under construction in the Southwest. All of the projects in the Southwest are in 


built primarily for flood control and power is strictly incidental. We, therefore, 

feel that the power facilities in these multipurpose projects are being required 
to pay an unfair share of the total cost of these projects. Sr 

I believe that the only solution to this problem is for Congress to set out by 

legislation, and direct the agencies of Government, the method of cost allocation 


; to be used on these projects. I believe that should Congress enact H.R. 8 that pe 
i the question of cost allocation would be settled once and for all and that the is 

- Southwestern Power Administration would then be in a position to determine 2 
. once and for all the price which the power must be sold for in order that the P 

- users of such power might feel that such price would be maintained over the ha 

years of the project and that the financial security of these electric systems in th 

the Southwest would be in a position to plan their financial security for the by 

years ahead. 

As a farmer and member of a rural electric cooperative, I ask that Congress im 

settle the question of cost allocation through enactment of the Trimble bill. ap 

St 

de 

STATEMENT OF OKLAHOMA ELECTRIC COOPERATIVE, NORMAN, OKLA. re 

Mr. Chairman and members of the subcommittee, we, the board of trustees an 

of the Oklahoma Electric Cooperative, sincerely enlist your favorable support \ be 

of the above-mentioned House bill, H.R. 8. or similar legislation which would put ge 

the matter of cost allocation of multiple-purpose dams, including power back into pa 

the hands of Congress. We feel that it will help Federal multiple-purpose water mu 

resource development by establishing uniform progressive laws to guide the ad- 4 

ministrative agencies in studying project feasibility and cost allocation and by an 

reducing the wide policy variations between separate Government agencies in De 

this field. We feel that the percentage of cost which is to be allocated to power ad 

and the other benefits should be definitely determined and a more realistic ap- to 

proach to the service life of payout period for these projects should be determined | | 

before construction. th 

Most of the projects in this area are usually authorized and constructed to thi 

achieve flood control and for recreation and irrigation purposes. Power genera- po 
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tion is included as an incidental feature. In the case of the Denison Dam, con- 
structed on the Red River between the States of Oklahoma and Texas, the por- 
tion allocated to power was set at 32 percent of the cost and in the case of the 
Norfork Dam it was set at approximately 47 percent of the cost. However, the 
cost allocations charges to power on some others have been much higher, up to 
90 percent of the total cost of the project. This has caused an overall increase 
in the wholesale rates of hydropower. The cost has risen on the Denison Dam 
to 43 percent and on the Norfork Dam to 66 percent of the cost of construction 
of project. 

The water impounded by dams in this area is primarily controlled by the 
rainfall and the watershed of each particular project. This amount varies 
considerably one year with another. Therefore, only a portion of the total 
power which could be generated at these dams can be classed as firm power. 
However, it is extremely valuable as standby capacity and peaking power. 
Electricity cannot be stored up but water to a certain extent can be and then 
turned into power on short notice when it is needed. 

Our cooperative has borrowed from the Government $3,484,000. These loans 
were made available to build lines to all persons within the boundaries of our 
cooperative. The feasibility study was based on a fixed interest rate of 2 per- 
cent and the going wholesale rate for power at that time. Due to a change in 
the formula of allocating the cost of power it has caused an increase of whole- 
sale power. From the estimated amounts of power we will use in the next 10 
years, this will cost this cooperative a little over $1 million during that period 
of time over and above what was used in our feasibility study. 

Therefore, we feel that there should be a definite means which would more 
nearly determine the realistic payout of all hydrofacilities and thereby give the 
cooperatives and other purchasers of power a more nearly guaranteed rate at 
which this power should cost us over the period of our loans. 

This cooperative is now serving 4,908 rural farms and rural establishments. 
In the past few years, due to the consolidating of farms for larger operations, 
many of our people have left the rural areas, creating idle services in our 
system. After retiring some 980 idle services we still have 793 idle services 
in our system. 


STATEMENT OF JULIUS HELM, GENERAL MANAGER, Missourt STATE RURAL ELECTRI- 
FICATION ASSOCIATION, JEFFERSON Ciry, Mo. 


Mr. Chairman, gentlemen of the committee, my name is Julius Helm. I am 
general manager of the Missouri State Rural Electrification Association, which 
is a service organization representing 46 REA-financed cooperatives, serving ap- 
proximately 245,000 rural consumers. 

At the outset, Mr. Chairman, I should like to state that in my judgment there 
have been few bills before the Congress in recent years that have been more 
thoroughly discussed, more thoroughly understood, and more widely supported 
by the farmer-directors and members of the rural electric cooperatives in Mis- 
souri than has H.R. 8. Since 1957, when the Department of Interior arbitrarily 
increased the wholesale rates to rural electric cooperatives in the SPA area by 
approximately 27 percent, we have been explaining to the rural people of our 
State that there does not exist a national water policy or definite criteria for 
determining benefits and cost allocations in the multiple-purpose projects. We 
have been informing our people that unless the Trimble bill, or similar legis- 
lation, is passed by the Congress the allocation to power will become so great 
and disproportionate with the other benefits that Federal power will eventually 
be priced out of the market, forcing the rural electric cooperatives to either 
generate all their own power requirements or purchase from the private com- 
panies, with the net result being a substantial increase in rates regardless of the 
method pursued. 

Attached to this statement, Mr. Chairman, is a resolution adopted during the 
annual statewide membership meeting of our association in Jefferson City, Mo., 
December 11, 1959, supporting the Trimble bill. Similar resolutions were 
adopted in 1957 and 1958. With your permission, Mr. Chairman, I should like 
to have the resolution made a part of the record. 

On behalf of the rural people of Missouri, and what we sincerely believe is in 
the best interest of all people in Missouri and the Nation, we respectfully urge 
this committee to recommend passage of H.R. 8. By so doing, we believe an im- 
portant step will have been taken in maintaining one of the greatest and most 
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successful social and economic programs ever initiated by the Federal Govern- inc! 
ment—the REA. Dai 
RESOLUTION ON KERR-TRIMBLE BILL os 
Whereas certain administrative agencies of the Federal Government, which the 
have responsibility in the development of water resources and the operation of of | 
functional features thereof, have arbitrarily established various policies and foll 
procedures which charge maximum costs to power benefits in multiple-purpose } Bla 
projects and charge minimum or no costs to other essential features of such t the 
projects, and cre 
Whereas such unrealistic evaluations result in exorbitantly high costs being cia 
charged against the power produced at these projects forcing many projects out or. 
as unfeasible, and tha 
Whereas it is desirable that water resource development criteria be compre- adj 
hensive, uniform and permanently established and adhered to in the interest of It 
serving the best interests of the greatest number of people and their needs. Now, ser 
therefore, be it " 
Resolved, That the Missouri State Rural Electrification Association in its hay 
annual membership meeting this 11th day of December, 1959, does hereby aftirm be 
its unqualified support of S. 1591 and H.R. & known as the Kerr-Trimble bill, to 
which would restore to the U.S. Congress final responsibility in establishing sta 
criteria designed to achieve comprehensive development of water resources and bas 
maximum utilization of resultant projects. P ] 
the 
att 
STATEMENT OF J. S. MANAGER, JEFFERSON Davis ELECTRIC CooPERATIVE, 
Inc., JENNINGS, La. EX 
Mr. Chairman and gentlemen of the subcommittee, my name is J. S. Robbins ( 
of Jennings, La. I am manager of the Jefferson Davis Electric Cooperative, Inc., 1 
an REA cooperative serving approximately 3,800 (3,850 before Hurricane 
Audrey) consumers in five parishes in Southwest Louisiana. I am here repre- 
senting the statewide Louisiana Electric Cooperative Association composed of Pa 
the 13 REA co-ops serving over 130,000 farm families in Louisiana (over 50 ‘ 
: percent) and also a member of the advisory committee on power for the South- an 
west representing the six-State area. ott 
; Your favorable consideration of the Trimble bill is earnestly and sincerely ! no 
, requested. We believe that passage of the Trimble bill will place responsibility 
4 of the allocation of costs on multipurpose projects back in the hands of Con- Pa 
: gress for approval and decision itself, will stabilize rates on an equitable basis, | 
- will maintain 100-year payout and have a favorable economie effect on the farm po 
- and rural areas as well as the feasibility of future projects. Pa 
- The Southwestern Power Administration, although not having power directly | 
available to Louisiana does have a sea-level effect in Louisiana and the whole 4 
Southwest area. As an example, the rural electric cooperatives in Louisiana, W 
approximately 10 years ago, were experiencing an 8.25 mill wholesale power of 
rate, which in our opinion, was an unreasonable rate. Organization of a gen- pe 
eration-transmission cooperative by the 13 co-ops in Louisiana with the intent ba 
of borrowing money from REA to build a generation plant to serve our Louisiana lay 
cooperatives with wholesale power resulted in the commercial companies im- in 
mediately extending a new contract with lower and more reasonable rates. pr 
Needless to mention, the rate extended by the commercial companies and ac- co 
cepted by us was almost identical to the schedule “A” rate which was in effect 
by the Southwestern Power Administration at that time, namely, 5.6 mills per | 
kilowatt hour at 50 percent load factor. Therefore, no loan was obtained for 
the cooperatives to accomplish this purpose. 
The Secretary of Interior has seen fit to change the former method by which 
allocation of costs to power on multipurpose projects is made resulting in a 
27% percent increase in the Southwestern Power Administration’s wholesale 
power rate to municipalities, cooperatives and the commercial companies. It is 
our understanding that this increased power rate was predicated or based upon 
increased allocated cost of hydropower charged to the several dams now con- 
structed or under construction in the Southwest area by a change from the i - 
incremental to the separable-cost remaining benefits formula. If this is so, 
who is authorized to make this change in the formula and the allocation of _ 
costs to power? What formula is used and who or how is it that this cost has th 
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increased so greatly? We note from SPA figures that Denison and Norfork 
Dams have approximately 32.3 percent and 46.3 percent respectively, of the 
total cost charged to power. The Congress approved the costs to be allocated 
to these two dams which were based on the incremental formula. Therefore, 
these could not be changed without approval of the Congress. Allocation costs 
of other dams in the area which Congress did not themselves approve are as 
follows: Bull Shoals 68 percent, Fort Gibson 38.9 percent, Tenkiller 50.5 percent, 
Blakely Mountain 75.5 percent, and Table Rock 79.1 percent. A review of 
these figures reveals that the costs allocated to power have been greatly in- 
creased. This seems to be an unfair method to justify a rate increase, espe- 
cially since the Congress did not authorize or approve the change of formulas 
or cost allocation increases. Since these figures were compiled we are advised 
that the allocations to cost of power have again been increased and are gradually 
adjusted upward. This means that soon another rate increase can be expected. 
It is also noted that very little or no charge is allocated to water supply or con- 
servation, recreation, navigation, pollution, streamflow regulation, ete. 

These matters, as now being administered, are so changeable what assurance 
have the municipalities, co-ops and other customers that other increases won't 
be forthcoming? We believe that, if Congress would assert itself in regard 
to the formula used in the allocation of costs to power, the rates could be 
stabilized and future planning be accomplished on a businesslike and equitable 
basis. 

I would like, at this point, to refer the committee to the audit reports from 
the General Accounting Office on the Southwestern Power Administration for 
the fiscal years ending June 30, 1952, 1953, 1954, 1955, and 1957. [Excerpts 
attached.] Excerpts from 1957 are as follows: 


EXCERPTS FROM REPORT TO THE CONGRESS OF THE UNITED STATES, AUDIT OF ARKAN- 
SAS, WHITE, AND RED RIVER BASINS, WATER RESOURCES DEVELOPMENT PROGRAM, 
CORPS OF ENGINEERS (CIVIL FUNCTIONS), DEPARTMENT OF THE ARMY, AND SOUTH- 
WESTERN POWER ADMINISTRATION, DEPARTMENT OF THE INTERIOR, FISCAL YEAR 
1957, BY THE COMPTROLLER GENERAL OF THE UNITED STATES, AUGUST 1958 


Page 8 


“1. Need for firm allocations of construction costs of multiple purpose projects 
and responsibility for allocations —Although the multiple-purpose projects in- 
cluding power in the Southwestern area have been in operation for several years, 
none of the construction cost allocations were firm at June 30, 1957.” 


Page 9 


“Firm allocations of costs are necessary because the Federal investment in 
power, which is based on the allocations, is recoverable through sales of power.” 


Page 10 


“In our prior year reports on water resources development in the Arkansas, 
White, and Red River Basins and in other basins, we commented upon the lack 
of agreement between the agencies on cost allocations, length of repayment 
period, and other matters. In those reports we noted that the programs are 
based on a large number of laws administered by several agencies and that these 
laws did not provide uniform policies or criteria that are fundamental in carry- 
ing out the programs. We suggested that the Congress may wish to consider 
providing uniform policies and criteria because we believe that— 
costs of multiple-purpose projects, the results of which serve as the 

“(a) The water resources program could be more effectively administered 
if the Congress provided policies and criteria to be applied for allocation 
of costs of multiple-purpose projects, the results of which serve as the basis 
for establishing rates for commercial power. In addition to establishing 
policies and criteria for cost allocations, the new legislation should provide 
for (1) period for repayment of construction costs, (2) rates of interest, 
and (3) subsidies to nonpower purposes.” 

“(b) Until firm allocations of the construction costs are made, it would 
not be possible to evaluate adequately the financial administration and 
results from operations of multiple-purpose projects. The construction 


1The period for repayment of construction costs and interest rates are closely related 
to our comments on “Status of Repayment of Government Investment Allocated to Power,” 


pp. 15 to 22 in this report and “Interest on the Federal Investment,” pp. 36 to 38 of 
this report. 
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costs allocated to power and the repayment requirements must be finally 
determined before power rates could be properly established in accordance 
with section 5 of the Flood Control Act of 1944. Also, the conflicting con- 
tentions that have existed and the existing confusion on the responsibility 
for cost allocations could be resolved with finality only through legislative 
action. Accordingly, we recommend that the Congress designate specifically 
the agency to make or to review and approve the allocation of construction 
costs for multiple-purpose projects authorized for construction by the Corps 
of Engineers under the various flood control and river and harbor acts. 

“(c) The Congress may wish to clarify the role of the Federal Power 
Commission to approve allocations of construction costs and rate schedules 
for sale of power from Federal power installations. Rate schedules for 
sale of power from projects of the Corps of Engineers are subject to review 
and approval by the Commission; however, authorizations for only a few 
projects specifically designate the Commission to make the allocations, 
The FPC has not been specifically designated as the allocating agency for 
any of the projects included in this report.” 


Page 14 

“Both the Department of the Interior and the Corps of Engineers are to be 
commended for the progress made to date in interagency discussions and on 
agreements reached on allocations on certain projects. Because agreement has 
been reached on allocations of costs of projects in operation in the Arkansas, 
White, and Red River Basins and on certain projects in other areas, the recom- 
mendation in our prior year reports in this respect no longer applies to these 
projects. We remain of the opinion, however, that congressional action would 
be desirable because such action will provide uniform policies and criteria for 
application to Federal water resources programs undertaken in the future by 
the Corps of Engineers and the Department of the Interior.” 


Page 21 

“Until such time as agreements are reached on the allocation of revenues to 
projects and the application of project revenues to the Government’s investment, 
it will not be possible to show by project the status of repayment of the capital 
investment in power and provide information for reviews and evaluations of 
rates as contemplated in our prior year recommendations. Our audit for fiscal 
year 1957 disclosed that conditions relating to the allocation of power receipts 
to generating projects have not been resolved; accordingly, the recommendation 
in our previous reports is repeated.” 

The new wholesale rate schedule which has been placed in effect by the 
Southwestern Power Administration was further based or predicated upon a 
50-year payout period, whereas, in the past a 100-year amortization period had 
been used. We are advised by the Engineers that the average life of the dams 
built in the Southwest area exceeded 150 years and in some cases over 300 
years. We, therefore, question the reason as to why the payout period should 
be reduced to 50 years when the life of the project is so much greater. As- 
suming that the cost allocated to power is paid out over a 50-year period, what 
then will the Department of Interior do in regard to the sale of power since 
no further costs are to be amortized? We believe this is a matter that should 
be the responsibility of Congress and settled in accordance with their juris- 
diction 

The REA co-ops have borrowed money from REA on a feasibility study 
which was based on an average rate in effect in the general area. Before the 
SPA rate increase some 30 percent of the co-ops were experiencing financial 
difficulties. This wholesale rate increase will cause additional co-ops to ex- 
perience financial difficulties in the future. All of the REA co-ops have prided 
themselves on their past record of being able to operate at no cost to the tax- 
payers or Government and pay back their debts with interest. It is our sin- 
cere desire and wish to continue to pay our own way. If, however, we are 
continually faced with power increases such as the new SPA rate schedule, 
we will be unable to continue to serve our members of the rural area at a 
reasonable rate and maintain our payout status to the Government. The 
Southwestern Power Administration being a sea level for the wholesale rates 
established in the Southwest area, with the new rate increase, acts as a yard- 
stick “in reverse.” If extended to Louisiana the 2714-percent rate raise (6.97 
mills per kilowatt-hour cost at 50 percent load factor) would increase the whole- 
sale power costs of the 13 cooperatives in Louisiana a minimum of $437,000 
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per year without fuel increase adjustments. This nearly half a million dollar 
increase is a substantial amount when compared to the approximately $10 
million gross revenue of all 13 Louisiana electric cooperatives. It amounts to 
nearly a 5-percent increase of gross revenue. 

Using the actual figures from the 1959 audit report of the Jefferson Davis 
Electric Cooperative, Inc., as an example: 


Kilowatt-hours purchased 20, 332, 185 
Total cost including fuel $116, 187. 00 
Average cost per kilowatt-hour (cents) : 0. 57 
Gross revenue $513, 754. 00 
Percent gross revenue 22. 6 


Compared to costs using new SPA rate: 


Kilowatt-hours purchased 20, 332, 185 
Total cost including fuel__ $141, 018. 00 
Average cost per kilowatt-hour (cents) 0. 697 
Gross revenue $513, 754. 00 
Percent gross revenue 27.6 


From above figures the additional cost of power would be $24,831 per year 
21.4 percent increase neglecting the fuel adjustment. 

The average cost of interest to the cooperatives, in proportion to their gross 
revenue is approximately 12 percent (some co-ops as low as 8 percent—the 
highest 16 percent). If this is added to the 27.6 percent for the cost of power 
we have 39.6 percent of the gross revenue of the cooperative which will be spent 
for wholesale power and interest only. It is a most revealing fact to learn 
that 39.6 cents out of every $1 of revenue will have to be dedicated to whole- 
sale power and interest costs only. 

We believe that this SPA rate increase seriously jeopardizes the payout 
possibilities of the cooperatives who have increased investments in extended 
power facilities with the idea in mind of stabilized rates for the future. Retail 
rates are already high to our members, increased rates would only serve as a 
greater burden and retard progressive use of electricity. Therefore, Mr. Chair- 
man, we respectfully ask this committee to help correct the confusion and 
inequities now existing by the various Government agencies attempting to take 
over authority of Congress in the formula and allocation methods now applied 
to the cost of power in the multipurpose projects in the Southwest area. We 
believe that this bill will be a great step in correcting and stabilizing this situa- 
tion for the future. The Trimble bill will— 

1. Place the authority for establishing the allocation of costs of multi- 
purpose projects back into the hands of the Congress where these important 
matters should be established. 

2. It will set the amortization period at 100 years. 

‘ - It will eliminate any future manipulation of the costs after a dam is 
uilt. 

4. It will greatly assist the economy of the whole Southwest area by estab- 
lishing a sea level which cannot be manipulated at the will of the agencies 
or departments. 

5. It will make possible the feasibility of future development of multi- 
purpose dams and conservation of water. 

This very inadequate attempt to present the views of the 13 electric coopera- 
tives in the State of Louisiana, we hope, will result in some action by the Con- 
gress to solve the responsibility of allocated costs for Federal hydro projects and 
to set a definite method by which a fair and equitable cost can be set and ap- 
proved by the Congress itself. Please be assured there isn’t one of us who wants 
the Federal Government to subsidize our power cost. However, we do ask that 
the matter of allocated costs be settled once and for all. It is impossible for 
us to continue to run our rural businesses—paying back our obligation with 
interest—if our cost of power continues to increase. The history of the cost 
of power has been a continual reduction for the last 50 years as the volume 
increased. The volume is increasing greater than the demand can be met, yet 
cost of power seems to be jumping upward. Therefore, we request that the 
committee study and consider this problem and recommend to Congress a solu- 
tion by adoption of the Trimble bill. 

I thank all of you for this opportunity to tell you of this problem and how 
it affects us in Louisiana and the six-State area. 


Wtee 
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COST ALLOCATIONS—EXCERPTS FROM COMMENTS BY GENERAL ACCOUNTING OFFICE 


Excerpts are taken from audit report to the Congress of the United States 
regarding the activities of the Southwestern Power Administration, an agency 
of the Department of the Interior for fiscal years 1952, 1953, 1954, and 1955. 


Fiscal Year Ended June 30, 1952 

Page 1 

“Of primary significance in this report are the comments and recommendation 
on the jurisdictional dispute between the Department of the Interior and the 
Corps of Engineers, Department of the Army, on the allocation of costs in 
multiple-purpose projects. This dispute extends also to other water resource 
programs in which the Department and the corps have responsibilities. * * *” 
Page 2 

“The act (Flood Control Act of 1944) further provides that the power rate 
schedules are to become effective upon confirmation and approval by the Fed- 
eral Power Commission. While the Commission has given tentative approval, 
all rate schedules of SWPA, with the exception of those in one contract, were 
subject to review and reapproval not later than February 138, 1953. Upon the 
request of the administration this action was deferred by the Commission. In 
1952 the Department of the Interior transmitted to the Federal Power Com- 
mission a payout study showing the proposed allocation of costs applicable to 
12 Corps of Engineers multiple-purpose projects in the Southwest. The pro- 
posed allocation of estimated cost of construction to power and the estimated 
annual cost of operation and maintenance, including amortization of the invest- 
ment, show that SWPA would be able to justify rates for the sale of electric 
energy which are about one-half of those that would be necessary to amortize 
the Federal investment based on cost allocations made by the Corps of Engi- 
neers.” [Parenthesis supplied. ] 


Page 16 

“* * * The allocation of costs to power and to other purposes for the projects 
in the Southwest has not been finally resolved because of the controversy on 
responsibility between the corps and the Department.” 


Page 18 

“The costs allocated to power and the annual power charges must be finally 
decided before any determination can be made that the rate schedules meet the 
requirements of section 5 of the Flood Control Act of 1944. So long as the allo- 
cations are not fixed, the adequacy of the financial administration of the power 
function will remain in doubt.” 


Page 19 


“Based on information we have obtained from the interested agencies, we have 
concluded that the issue on the responsibility for making allocations of costs 
among all of the purposes served will not be resolved by these agencies. Ina 
letter dated April 15, 1952, to the Administrator of Southwestern Power <Ad- 
ministration, the Chief of Engineers stated : 

“The Corps of Engineers is responsible for constructing, operating, and main- 
taining the projects for all of the purposes involved up to the point where power 
is turned over to the Department of the Interior. Carrying out those responsi- 
bilities involves maintaining cost accounts and records, maintaining a compre- 
hensive audit program covering all of the activities of the corps, and making 
equitable allocations of costs among all of the purposes served.’ 

“During the 82d Congress, a subcommittee of the Committee on Public Works, 
House of Representatives, held hearings to study civil works. In testifying 
before this committee on May 7, 1952, the Under Secretary of the Interior 
stated: 

“Inder the Flood Control Act of 1944, the Secretary of the Interior is charged 
with the marketing of the power, which marketing is to be based on the alloca- 
tion of costs and sound business principles. The agency which is charged with 
the marketing of the power cannot very well be subject to cost allocations made 
by one or two other agencies.’ 

“In testfying before this committee on May 2, 1952, the Chairman of the 
Federal Power Commission submitted recommendations for consideration by the 
committee and the Congress. Two of these recommendations are as follows: 

“1. That the Congress be more definite in laying down the standards, par- 
ticularly with respect to cost-allocation procedures and periods for amortiza- 
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tion of investments, under which the power generated at Federal reservoir 
projects shall be sold. 

“2 That the agency of the United States, if any, to which the Congress may 
hereafter give effective ratemaking authority with respect to the sale of power 
produced at Federal reservoir projects also be given complete authority to allo- 
eate the costs of such projects.’ ” 


Page 20 

“The subcommittee’s report (House Committee Print No. 23) on the study 
dated December 5, 1952, stated that the agencies are operating in considerable 
confusion in the problem of allocation of costs and that the Congress has not 
been adequately specific in outlining a policy to be followed in cost allocations. 
In discussing the respnsibility for allocation of costs the report stated : 

“‘There is, however, no general legislation on the subject and no specific 
provision for allocating costs of any functions of either other (sic) specific 
projects or general categories of projects. Section 5 of the Flood Control Act 
of 1944 provides for the Federal Power Commission to approve rates for sale 
of surplus electric energy from dams built by the Corps of Engineers and for 
the Department of the Interior to sell such energy. This provision by impli- 
eation seems to require a review by the Federal Power Commissions of allo- 
eations to power the projects involved but the absence of specific legislation 
leads to some confusion.’ 

“Three of the recommendations contained in the subcommittee’s report are 
as follows: 

“1. That all costs of a water-resource development project be allocated so 
that each authorized purpose of the project will bear its own fair share of 
these costs and share equitably in economices or savings resulting from the 
use of a multiple-purpose development. 

“2. That the proposed allocation of costs for a project to the various pur- 
poses of water-resource development be initiated by the pertinent construction 
agency and that the comments of agencies properly concerned with the alloca- 
tion or the project be made on such proposed allocation. 

“*3. That final allocations of capital cost be made only aftér completion of 
construction when all invesment costs are known.’ ” 


Fiscal year ended June 30, 1943 

Page 8 

“The above act (Flood Control Act of 1944) does not specify the agency 
responsible for allocating the construction and operating costs to the various 
purposes on multiple-purpose projects constructed and operated by the Corps 
of Engineers. Both interested agencies base their claim for responsibility for 
making the allocations on the provisions in the basic legislation. The juris- 
dictional dispute between the Department of the Interior and the Corps of 
Engineers on the allocation of costs was discussed in detail in our audit report 
of Southwestern Power Administration for fiscal year 1952. At June 30, 1953, 
this dispute had not been resolved.” [Parentheses supplied. } 


Page 12 


“The construction costs allocated to power and the annual power charges 
must be finally determined before power rates can be properly established in 
accordance with the requirements of section 5 of the Flood Control Act of 1944. 
As long as the allocations are not fired it is impossible to state affirmatively 
that the accumulated income from operations is sufficient to cover the cost of 
producing the electric energy and to amortize the Government’s investment. 
We were informed by the administration that they recognize the deficiency in 
revenue as shown above, and it is expected that the power rate schedules will 
be increased in the near future.” 


Page 48 


“* * * Because of this situation it is impossible to state affirmatively that 
the accumulated income from operation is sufficient to cover the cost of pro- 
ducing the electric energy and to amortize the power portion of the Govern- 
ment’s investment in the projects.” 
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Fiscal year ended June 30, 1954 
Pages 9 and 10 


“Section 5 of the Flood Control Act of 1944 provides, in part, as follows: * * * 
The above act does not specify the agency responsible for allocating the con- 
struction and operating costs to the various purposes on multiple-purpose proj- 
ects constructed and operated by the Corps of Engineers. 

“Our reports for fiscal years 1952 and 1958 on the Southwestern Power Ad. 
ministration suggested that action be taken by the Congress to end the juris- 
dictional dispute between the Department of the Interior and the Corps of Engi- 
neers on the allocation of costs in multiple-purpose projects. Early in fiscal year 
1954 the Department established a cost allocation committee to establish prin- 
ciples to be used by departmental agencies in the allocation of costs of multiple 
purpose projects. The committee succeeded in reaching agreement on principles 
to be followed within the Department, and in March 19354 representatives of the 
Department met with representatives of the Federal Power Commission and 
the Corps of Engineers to discuss principles and policies to be followed in allocat- 
ing the cost of multiple-purpose projects, No written agreement resulted from 
these meetings. In a memorandum dated April 2, 1954, by the Assistant Secre- 
tary of the Interior to heads of bureaus and officers in the Department, it was 
stated that general agreement on cost allocation of mu)tiple-purpose projects 
had been reached with the Corps of Engineers. The memorandum provided also 
for joint participation by field offices of the interested agencies of the Depart- 
ment in making cost allocations and for referring failures to reach agreement 
in the field or by staff members to the Secretary for consideration.” 


Page 13 
“The construction costs allocated to power and the annual power charges must 


be finally determined before power rates can be properly established in accord- 
ance with the requirements of section 5 of the Flood Control Act of 1944.” 


Page 15 


“* * * Because of this situation it is impossible to state whether the accu- 
mulated income from operations is sufficient to cover the cost of producing the 
electric energy and to amortize the power portion of the Government’s invest- 
ment in the projects.” 


Pages 36 and 37 


“* * * For fiscal year 1954 we reviewed the policies, procedures, and account- 
ing records of the Corps of Engineers district and divisional offices having 
responsibility for Arkansas, White, and Red River Basin projects. The un- 
resolved questions relating to cost allocations, depreciation, and interest on the 
Federal investment, however, makes it impracticable to show combined financial 
statements for the projects in the Arkansas, White, and Red River Basins at 
this time.” [Italic supplied.] 


Fiscal year ended June 30, 1955 


Pages 22 and 23 


“Methods of allocation.—Policies on allocations to purposes of construction 
costs of multiple-purpose projects by the Corps of Engineers and the Department 
of the Interior have differed, in some cases substantially. 

“Choices on (1) periods of amortization, (2) rates of interest on investment, 
(3) inclusion of interest as a cost, and (4) costs to be repaid by power have 
resulted in wide differences between the Corps of Engineers and the power 
marketing agencies of Department of the Interior in computing repayment 
requirements.’ Through the choice and application of methods of allocation 
and policies, a wide range of power rates could be justified. 

“Matter for consideration by the Congress.—At the present time the Federal 
water resource program is based on a larger number of laws that are adminis- 
tered by several agencies. These laws do not provide uniform policies or 
criteria that are fundamental in carrying out the programs. 


2For a case study, see comments on Missouri River Basin project in audit report 
come a 6st) the Congress on Bureau of Reclamation for the fiscal years 1952 and 
3 (pp. 1: 35). 
*See audit report dated Jan. 13, 1954, to the Congress on Southwestern Power Ad- 
ministration for the fiscal year 1953 (PR. 13-16). See also report of the Missouri Basin. 
Survey Commission, “Missouri Land an ater,’’ p. 92. 
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“We believe that the water resources program could be more effectively 
administered if the Congress provided policies and criteria to be applied for 
allocation of costs of multiple-purpose projects, the results of which serve 
as the basis for establishing rates for commercial power. In addition to estab- 
lishing policies and criteria for cost allocations, we believe that the new legisla- 
tion should also provide for (1) period for repayment of construction costs, (2) 
rates of interest, and (3) subsidies to nonpower purposes.” 


Pages 29, 30, and 31 


“Matter for consideration by the Congress.—Until definite allocations of the 
construction costs are made, it will not be possible to evaluate adequately the 
financial administration and results from operations of the Arkansas, White, 
and Red River Basins projects. The construction costs allocated to power and 
the repayment requirements must be finally determined before power rates can 
be properly established in accordance with section 5 of the Flood Control Act 
of 1944. 

“In our report dated December 31, 1954, to the Congress on the Southwestern 
Power Administration for the fiscal year 1954, we stated a belief that the basis 
for the differences which existed in the past was fundamental in character 
and should be resolved with finality by clarifying legislation. Accordingly, we 
repeated the recommendation in our previous report * that the Congress designate 
specifically the agency to make the allocation of construction costs for projects 
either constructed or authorized for construction by the Corps of Engineers in 
the Arkansas, White, and Red River Basins.” 

“By memorandum dated Apri) 2, 1954, from the Assistant Secretary of the 
Interior to heads of Bureaus and offices in the Department, it was stated that 
general agreement on allocation of costs of multiple-purpose projects had been 
reached with the Corps of Engineers and the Federal Power Commission. The 
Chief of Engineers stated substantially the same in a memorandum dated 
March 29, 1954, to division and district engineers. 

“Apparently some disagreement still exists, because at June 30, 1955, and 
to the date of this report, there has been no tangible implementation of this 
agreement for purposes of the financial records. It is our belief that the con- 
flicting contentions that have existed and the existing confusion on the respon- 
sibility for cost allocations can be resolved with finality only through legislative 
action. Accordingly, we recommend that the Congress designate specifically the 
agency to make the allocation of construction costs for multiple-purpose projects 
authorized for construction in the Arkansas, White, and Red River Basins 
by the Corps of Engineers under the various flood control and river and harbor 
acts.” 


COST ALLOCATIONS—-EXCERPTS FROM RECOMMENDATIONS BY GENERAL ACCOUNTING 
OFFICK. 


Excerpts are taken from audit reports to the Congress of the United States 
regarding the activities of the Southwestern Power Administration, an agency 
of the Department of the Interior for fiscal years 1952, 1953, and 1954. 


Fiscal Year Ended June 30, 1952 

Page 5 

“We recommend that the Congress designate specifically the agency to make 
the allocation of costs for projects either constructed or authorized for construc- 
tion by the Corps of Engineers in the Arkansas, Red, and White River Basins. 
The conflicting contentions of the Corps of Engineers and the Department of 
the Interior, and the existing confusion on the responsibility for cost allocations 
can only be resolved through legislative action. In the absence of a specific 
assignment of responsibility by law, both the Corps of Engineers and the De- 
partment of the Interior have made cost allocations and they have been unable 
to resolve their differences, which are fundamental in character. Until definite 
allocations of the construction costs are made, it will not be possible to evaluate 
adequately the financial administration of the projects in the Arkansas, Red, and 
White River Basins. 

“Both the Corps of Engineers and the Department of the Interior base the 
claim for responsibility for the allocation of costs of multiple-purpose projects 


* Audit pert dated Jan. 13, 1954, to the Congress on Southwestern Power Adminis- 
tration for the fiscal year 1953 (p. 13). 
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on the provisions in the basic legislation. The Corps of Engineers is responsible 
under the various acts for investigating, justifying, constructing, operating, and 
maintaining the projects. These projects must be operated and maintained for 
all the purposes served, and the corps makes available the surplus power for dis- 
posal by the marketing agency. For these reasons the Corps of Engineers con- 
tends that it is their responsibility to make the cost allocations to all the purposes 
served, including power. The Department of the Interior contends that the 
establishment of power rates which will meet the requirements of section 5 of 
the Flood Control Act of 1944 necessarily implies the responsibility for allo- 
eation of construction costs to power and cannot be subject to allocations of 
costs by someone else.” 


Page 6 


“* * * Through the choice of a method of allocation and the number of years 
to amortize the amount allocated to power, a wide range of power rates can be 
justified.” 

Fiscal Year Ended June 30, 1953 
Page 13 

“We recommend that the Congress designate specifically the agency to make 
the allocation of costs for projects either constructed or authorized for con- 
struction by the Corps of Engineers in the Arkansas, White, and Red River 
Basins. The conflicting contentions of the Corps of Engineers and the Depart- 
ment of the Interior, and the existing confusion on the responsibility for cost 
allocations, can only be resolved through legislative action. * * *” 

Pages 14 and 15 

“Section 5 of the Flood Control Act of 1944 provides that the power rate 
schedules of the Department of the Interior shall take into consideration, in 
addition to the production and transmission costs, the amortization of the capital 
investment allocated to power over a reasonable period of years. The Corps of 
Engineers has made tentative cost allocations on nine projects in the Southwest 
that are either in operation or under construction. The Department of the 
Interior has made tentative cost allocations on eight of these projects. These 
computations for eight projects show that the annual power charge as deter- 
mined by the Corps of Engineers is about 36 percent higher than the amounts 
determined by the Department of the Interior. The difference arises principally 
because : 

1. The Corps of Engineers and the Department of the Interior have used 
different methods to allocate the construction costs for most of the projects. 
The corps method results in a higher allocation of costs to power. 

2. The Corps of Engineers and the Department of the Interior use differ- 
ent rates in computing interest. 

“Through the choice of a method of allocation and the interest rates used a 
wide range of power rates can be justified.” 


Fiseal Year Ended June 30, 1954 

Page 2 

“In previous years a jurisdictional dispute has existed between the Depart- 
ment of the Interior and the Corps of Engineers, Department of the Army, 
concerning the allocation of construction costs of multiple-purpose projects. We 
have been informed that general agreement on allocation of costs of multiple- 
purpose projects has been reached with the Corps of Engineers. The proce- 
dures agreed upon, however, leave unresolved the basic problem of final respon- 
sibility for making allocations. We believe that the basis for the differences 
that existed in the past which were fundamental in character should be resolved 
with finality by clarifying legislation.” 


Page 10 


“Although the progress in reaching agreement on allocations of cost acceptable 
to both the Department of the Interior and the Corps of Engineers in com- 
mendable, it leaves unsettled the basic problem of final responsibility for making 
such allocations. Accordingly, we repeat our recommendation contained in 
previous reports that the Congress designate specifically the answer to make 
the allocation of construction costs for projects either constructed or authorized 
for construction by the Corps of Engineers in the Arkansas, White, and Red 
River Basins.” [Italic supplied.] 
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STATEMENT OF Howarp G. CROCKER, MANAGER, NORTHWESTERN ELECTRIC 
COOPERATIVE, INC., WoopwArD, OKLA. 


Mr. Chairman and gentlemen of the committee, my name is Howard Crocker, 
manager of the Northwestern Electric Cooperative, Inc., Woodward, Okla. 

Our cooperative feels that it is most important to those interested that the 
allocation of costs to various concerns receiving benefis from multipurpose dams 
be placed back in the hands of the Congress of the United States. We feel that 
these costs have not been justly arrived at since this power was turned over to 
an agency of the Federal Government. 

We also feel that these multipurpose dams being constructed by the Govern- 
ment has a much longer life than 50 years and that the payout time should be 
extended to at least 100 years. 

Therefore we urge the Congress to pass the Trimble bill and place this very 
vital and important question back in the hands of the National Congress. 


STATEMENT OF WILLIAM C., WISE 


Mr. Chairman, members of the committee, my name is William C. Wise. I 
am a partner in the law firm of Wise & Potamkin, Washington, D.C. I am ap- 
pearing here on behalf of Mid-West Electric Consumers Association. 

Mid-West Electric Consumers Association is comprised of rural electric co- 
operatives and public bodies in the eight States of the upper Missouri River 
Basin. Collectively, these cooperatives and public bodies serve 41 percent of 
the population of those eight States. Most of our members depend upon the 
Missouri River Basin hydroelectric plants to furnish the greater part of their 
power needs. 

Mr. Ken Holum, of Aberdeen, S. Dak., executive director of Mid-West Electric 
Consumers Association and a number of other representatives of the coopera- 
tives and public bodies making up its membership had planned to be here today 
to testify. Unfortunately, the Army Engineers are holding hearings relating to 
the development of the upper Missouri River and all of these gentlemen are re- 
quired to appear at those hearings. They have asked me to appear for them. 

They have asked me to tell you that they cannot emphasize too strongly the 
importance of H.R. 8 to the members of the Midwest Electric Consumers Asso- 
ciation and to the people they serve. They feel, deeply and strongly, that Con- 
gress must-—once and for all—decide how the all-important problem of allocating 
the costs of multiple-purpose projects shall be handled. They cannot make the 
plans they must make for meeting the future electrical needs of their areas 
unless this is done. They can have no security without it. 

I should like to make this general observation first: Obviously, Congress must 
leave to the administrative agencies the day-to-day application of the laws. But 
wherever possible—in all fields of activity—Congress should lay down for the 
administrative agencies the most definitive guide rules that are possible in the 
circumstances. 

This is sound governmental practice in all cases—but it is especially true with 
respect to the allocation of costs for multiple-purpose projects. Certainly this 
committee does not have to be told of the tremendous importance of these multi- 
ple-purpose projects to the health, safety, and wealth of the Nation. Nor does 
it have to be told of the tremendous importance of low-cost hydroelectric power 
to our economy. Yet without proper guidelines laid down by the Congress, it is 
altogether possible that essential multiple-purpose projects will not be con- 
structed, or that, when constructed, the allocation of costs for the purpose of 
determining electric power rates will be such that no benefit will be derived by 
the people themselves from the hydroelectric power. 

That this is not an idle fear is shown by what has already happened in the 
Missouri River Basin. In 1953, the Bureau of Reclamation was allocating $344 
million, or 31 percent of the total cost of the main-stem projects, to power and 
$769 million, or 69 percent of the total cost, to flood control and navigation. 
Thus, approximately twice as much of the costs was being allocated to flood 
control and navigation as was being allocated to power. However, since 1953, 
the Bureau of Reclamation has been allocating $706 million, or 63 percent of the 
total cost of the main-stem projects, to power and $251 million, or 22 percent 
of the total cost, to flood control and navigation. This change in the allocation 
of costs represents an increase of more than 100 percent in that part of the 
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costs of the main-stem projects which is allocated to power. Engineers have 
estimated that this is equivalent to adding 1.75 mills to the apparent cost of 
every kilowatt-hour that will be produced from these plants during the next 50 
years. 

It should be noted that under this later allocation of costs the power users 
will be compelled to pay 89 percent of all reimbursable costs. Of the total 
project cost 31.7 percent, representing $1.85 billion, is classified as nonreim- 
bursable, because this amount is considered to be principally an investment in 
flood control and navigation facilities. The total reimbursable cost is com- 
puted at $4 billion and of this amount the power users will repay $3.56 billion. 
The water users will repay only $408 million, which represents 15 percent of that 
part of the project costs which is allocated to irrigation and which is 10 percent 
of the total of reimbursable costs. 

This drastic change in the allocation of costs for the Missouri River Basin 
was not made pursuant to any directive from the Congress. The administra- 
tive agencies did it all on their own. They decided that their previous method 
of allocating costs was not correct, or was not good enough, or did not meet 
with their philosophy. It is submitted that in a matter as important as this, 
it must not be the philosophy of the administrative agencies which controls, but 
rather the Congress itself should determine what philosophy should be applied. 
And to make certain that the congressional philosophy is applied, the Congress 
should lay down the necessary guide rules. 

The Midwest Electric Consumers Association believes that the Congress 
should lay down the necessary guide rules, not only to insure that the intent 
and purpose of Congress is followed, but to insure that type of stability that is 
needed to permit long-range planning. How can the power users plan for the 
future when they must fear that at any time a new theory of cost allocation 
will be applied which will affect their rates? Even the same men in the ad- 
ministrative agencies who made the last allocation of costs can change their 
minds. But even more probable is the possibility that when new men move into 
those positions they will have new ideas, new theories, new philosophies, with 
respect to the allocation of costs. Certainly the Congress does not want the 
power users to be constantly faced with this uncertainty. 

It has been noted that the Missouri River Basin project is the largest single 
land and water utilization program ever undertaken by the United States. It 
is estimated that it will take almost 70 more years to complete it and that the 
total cost will be more than $5.8 billion. It is a project not only of the greatest 
magnitude, but its operation is most complex. This complexity results from 
the many purposes to be served by the project and the difficulties which arise as 
the result of conflicts in meeting these purposes. In addition, uncertainties are 
created by the great fluctuation in the supply of water. All of those dependent 
upon the waters of the Missouri River Basin, therefore, are faced with tre 
mendous problems and uncertainties which result from area conditions and the 
nature of the project itself. The uncertainties and problems which result from 
the lack of congressional control over cost allocations do not have to exist. 
They can be removed by the action of the Congress in passing legislation such as 
the bill now before this committee. 

I do not want to get into the technical features of the proposed legislation. 
Others who are more qualified will present that type of analysis and comment. 
But I do want to stress the obvious fairness of certain important features of 
H.R. 8. These multiple-purpose dams serve many functions—they produce 
benefits in many areas. Any realistic approach would necessarily ascribe to 
every type of benefit its proper share of the cost of the project. H.R. 8 would 
do that. Furthermore, it is both unrealistic and unfair to use as the repayment 
period an arbitrary number of years, 50, which has no relationship to the ac- 
tualities of the case. The use of an arbitrarily low repayment period unfairly 
increases the cost to the beneficiaries of the project and in some cases may ac- 
tually prevent the project from being approved. Certainly none can object to 
the realism or the equity of requiring that the repayment period to be used in 
any case be that of “* * * the useful life of the project or a period of 100 
years, whichever is the shorter, * * *.” 

Midwest Electric Consumers Association urges the immediate passage of H.R. 
8, so that reasonableness and definiteness may be brought to the important sub- 
ject of cost allocations for multiple-purpose projects and so that the people may 
-w uae at all times that it is the intent and desire of Congress which is being 
‘ollowed. 

Mr. Chairman, I want to express my thanks and appreciation to you and to 
the members of the committee for permitting me to testify. 
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STATEMENT OF OLEN MONSEES, PRESIDENT, MissouRI FARM BUREAU FEDERATION, 
JEFFERSON City, Mo. 


Mr. Chairman and gentlemen of the committee, my name is Olen Monsees. 
Iam _—— of the Missouri Farm Bureau Federation and reside in Jefferson 

ty, 

“Tee isa ‘pleasure for me to present to you a statement in support of the Water 
Conservation Act of 1959, as set forth in H.R. 8, by the Honorable James W. 
Trimble of Arkansas. In presenting this statement, we are representing the 
43,156 Farm Bureau families of the Missouri Farm Bureau Federation. 

At our last annual meeting on November 18, 1959, the following recommenda- 
tion was adopted : 

“We further urge the American Farm Bureau Federation to support legisla- 
tion to provide for the establishment of a formula for the allocation of cost 
on Federal multipurpose projects. This is a constructive step, since the portion 
of such costs to be amortized by power bear directly on the expense of such 
power when supplied to the consumer.” 

We have analyzed this proposed legislation very carefully, and we believe it 
earries the principles necessary to conform with the recommendation of the 
Missouri Farm Bureau Federation. We would like to be recorded as supporting 
the principles of this legislation. 

The principles of good soil and water conservation are recognized by the 
farmers of Missouri, and more and more of the people of the United States are 
realizing that good husbandry of these great natural resources is a must for 
our future existence. The watershed programs that have been completed, those 
that are now being processed, and those that will be developed in the future, 
all attest to this fact. Wein Missouri are acutely aware of the great waste of 
soil and water and have supported and will continue to support programs de- 
signed to meet the conseravtion needs of the State of Missouri and of our 
Nation. We believe at the same time that the development of multiple-use 
projects is essential to this development, and that the Rete nat stated in H.R. 
8 will do much to promote this effort. 


STATEMENT oF Harry L. Oswatp, GENERAL MANAGER, ARKANSAS STATE ELECTRIC 
COOPERATIVE, INC. 


Mr. Chairman, my name is Harry L. Oswald. I am the general manager of 
the Arkansas State Electric Cooperative, Inc., of North Little Rock, Ark. The 
Arkansas State Electric Cooperative, Inc., is the organization of the 18 electric 
cooperatives that operate in the State of Arkansas. We represent about 135,000 
members who receive electricity from these cooperatives. 

The passage of H.R. 8 is imperative to the continued future existence of the 
electric cooperatives in our State. The formula which is now being used to 
establish the cost of hydroelectric power from the Government’s multipurpose 
dams results in excessively high wholesale power cost to the preference custo- 
mers as set forth in section 5 of the Flood Control Act of 1944. Not only are 
those cooperatives which purchase power directly from the Southwestern Power 
Administration adversely affected, but also the yardstick established is enabling 
the commercial power companies in the area to charge excessive costs and to 
install damaging ratchet clauses in their new rate schedules and contracts. 

The power company in Arkansas, which supplies all or a part of the whole- 
sale power needs of 14 of our 18 electric cooperatives, recently filed a new rate 
schedule which will, if it goes into effect, based on 1959 power purchases, increase 
the cost of the cooperatives over seven-tenths of a million dollars. This proposed 
increase will cause six cooperatives to become deficit operations and three 
others will have dangerous narrow margins. 

The adverse effect of the yardstick, which has been, in the past, an advan- 
tage to the cooperatives, was dramatized by this power company when quoting 
its new rates to the cooperatives—a direct comparison with SPA Rate Schedule 
F-1 was set forth in their supporting documents. 

The passage of H.R. 8 will help to provide the reestablishment of a favor- 
able and fair yardstick for wholesale power in the area. 

The present depreciation period saddles on the present generation the burden 
of high cost of power in such a way that consumer ownership of electric co- 
operatives might well be extinct by the time the dams are paid out, and at 
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which time the commercial power companies would receive the total benefit 
of the taxpayer's investment in these facilities. 

It has been clearly established that the actual productive period of these 
dams greatly exceeds the depreciation period of the present formula. 

The passage of H.R. 8 will correct this erroneous accounting situation and 
will therefore be beneficial to the present preference customers. 

The present formula has resulted in inconsistencies and almost absurdities 
in the charges made to power in the cost of dam construction. 

The following schedule of charges made to power in dams built in or near 
Arkansas is evidence of the truthfulness of this statement: Narrows, 40 percent: 
Norfork, 46 percent; Bull Shoals, 62 percent; Blakely Mountain Dam, 75 per- 
cent, and Table Rock, 77 percent. 

Evidence, if needed to substantiate the fact that the dams in the area are 
flood control dams, is established by the Corps of Engineer Nimrod Dam in 
Arkansas. In the construction of this dam, the penstocks were included and 
the vacancy of generating facilities today exist as silent testimony that sister 
dams are first for the control of floods and the conservation of the area’s soil 
resources. 

The passage of H.R. 8 will enable the continuation of the construction of 
multipurpose dams so important to the well-being of future generations of 
Americans. 

For these reasons we urge the passage of H.R. 8. 


STATEMENT OF Hon. JAMES H. MORRISON 


Mr. Chairman, and members of the committee, I appreciate the opportunity of 
appearing before this committee to express my full and complete support of 
H.R. 8, known as the Trimble bill, a bill to promote and establish reasonable 
policies and systematic procedures for the development of our water resources. 

In my judgment the administrative agencies responsible for the operation of 
the Federal water resource development program have been misconstruing the 
intent of Congress. There was a time when the allocation of costs to the 
various features of a water development project was done by preparing initial 
estimates of all facilities except power. Then, the cost of installing power 
facilities was added to the first estimates. The difference was the amount to 
be charged to the power installation. Thus, power was always considered an 
incidental feature of the project. Well, the administrative agencies seem to 
have abandoned this concept and power, rather than being incidental, is now 
being considered the principal project purpose. 

With the administrative agencies doing the allocating, in most cases alloca- 
tions for power have gone up and up. Since 1953 the Department of Interior 
has increased allocations to power at multiple-purpose dams in the Southwestern 
Power Administration area from 30 percent of total costs to about 52 percent. 
The shifting of the cost burden to power resulted in a sharp increase in 
wholesale power rates. 

In 1957 the wholesale power rates to rural electric cooperatives in the SPA 
area, which includes all of Louisiana, were increased by 28 percent. The Trim- 
ble bill will give Congress the authority to establish criteria to be followed by 
all administrative agencies in cost allocation. Besides providing an equitable 
basis for amortizing costs, the Trimble bill also recognizes the importance of 
recreation and other features in evaluating the feasibility of multiple-purpose 
projects. In addition, it increases the amortization period from 50 to 100 years. 
The concensus of hydraulic engineers is that 100 years is a safe minimum 
project life for computing the amortization of power dams. Many such projects 
will last 150 years and even longer. This provision in the Trimble bill will 
permit a more equitable and realistic repayment program. Another feature 
of the bill provides that the interest charge applicable to Federal funds invested 
in multiple-purpose projects will be set at the average rate of interest borne by 
all marketable securities of the United States issued during the 15 years imme- 
diately preceding the start of such project. This will avoid the effect of short 
term interest rate fluctuations on project feasibility and will have beneficial long- 
range effects upon costs and repayment schedules. 

No doubt there are many examples of inequities resulting from administra- 
tive agencies changing the rules with respect to our water-resource programs 
in other sections of the country. Those of us from Louisiana and other States 
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affected by the drastic rise in wholesale electric power rates in the Southwestern 
Power Administration area have every reason to support H.R. 8. 

I respectfully urge that members of the committee give serious consideration 
and approval to the Trimble bill. In so doing, they will be taking a long step 
toward preserving our water resources and assuring healthy economic growth 
in the Nation. 


STATEMENT OF Ropert L. SHORTLE 


My name is Robert L. Shortle. I am division manager of the Lower Missis- 
sippi Valley Division of the Mississippi Valley Association. 

The Mississippi Valley Association has instructed me to offer its objection to 
H.R. 8 because it is felt that the method of distributing costs as proposed in the 
pill will prejudice certain costs in multiple-purpose projects, or basinwide proj- 
ects particularly in the areas of flood control and navigation. 

Under the present method of computing costs and benefits, it is difficult, in 
the case of many worthwhile flood control and navigation projects, to arrive at 
a favorable benefit-cost ratio, and we recommend to the committee that H.R. & 
be disapproved at this time in order that a further study may be made of the 
principles involved in evaluating the various costs. 


RESOLUTION 


The Mississippi Rural Electric Association, statewide organization repre- 
senting 21 electric power associations in Mississippi, at the regular monthly 
meeting at Jackson, Miss., Friday, April 22, 1960, passed the following 
resolution : 

“Whereas the purpose of the Trimble bill, H.R. 8, is to permit multiple-purpose 
water resources development by establishing uniform laws to guide the agency 
in studying project feasibility and cost allocation, and by reducing the wide 
policy variations which now exist between the separate Government agencies in 
this field, and 


“Whereas this association strongly endorses these principles: Now, therefore, 
it 
ag That we urge the Subcommittee on Flood Control of the House 
Public Works Committee to favorably report this bill: be it further 

Resolved, That we urge Congress to give favorable consideration to this bill. 

Mr. Davis. Without objection, we will leave the record open for the 
presentation of a statement by Senators Ellender and Long of Lousi- 
ana, and Charles H. Brown, a Representative from Missouri. 

I have listed here our colleague, Representative Ed Edmondson, 
and I think his attendance at this session and at all sessions indicates 
his continuing interest in this matter. While I feel it is unnecessary 
for him to make his statement. or extend his remarks, if he so desires, 
of course, that. is his privilege, and we welcome it. However, I think 
his very presence here, and his examination of certain witnesses, indi- 
cates a continuing interest in the importance of this bill. 

Mr. Epmonpson. Thank you, Mr. Chairman. I am a little bit like 
Judge Trimble. I am for the bill and I would like to have the com- 
mittee spend their time hearing other witnesses, who have traveled 
a good distance to be heard. 

Mr. Davis. Thank you. I am glad you reminded me of that. We 
appreciate the sacrifice of time and money involved in your appear- 
ance in Washington. It is no idle thing for you to be here. While 
some of you filed statements, it is nevertheless just as important that 
your physical presence indicates your very deep interest. If you were 
not here the opposite effect. would certainly be shown. 

By the way, I have a statement from J.C. Hundley, and without 
objection, I will bring that down from my office. It just came in. 
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(The above was furnished for insertion.) 


TENNESSEE RURAL ELECTRIC COOPERATIVE ASSOCIATION, INC., 
Nashville, Tenn., April 25, 1960. 
Hon. Ciirrorp Davis, 
Tlouse of Representatives, House Office Building, Washington, D.C. 


Dear CONGRESSMAN Davis: It is our understanding that the Subcommittee on 
Flood Control of the House Public Works Committee, which you serve as chair- 
man, is holding a hearing on the Trimble bill (H.R. 8) on April 27. 

We would like to express our favor of this bill and request your help on it 
especially for our friends in the Southwestern United States who have helped 
us in our TVA and REA problems every time we have called on them. 

For your ready reference we are attaching a brief analysis of S. 1591/H.R. 8 
which is also known as the Kerr-Trimble bill. 

With best wishes we are, 

Very truly yours, 
J. C. Executive Manager, 


Brier ANALYsIs OF S. 1591/H.R. 8, 


1. General purpose—To promote Federal multiple-purpose water resource 
development by (1) establishing uniform progressive laws to guide the adminis- 
trative agencies in studying project feasibility and cost allocation; and by (2) 
reducing the wide policy variations between separate Government agencies in 
this field. 

2. Project feasidility—Present administrative techniques which minimize 
benefits attributable to multiple-purpose reservoirs and maximize their costs 
would be replaced by more liberal and realistic appraisal techniques. Un- 
authorized practices such as charging against a proposed Federal project phan- 
tom taxes that might be paid by a hypothetical, nonexistent privately owned 
electric generating station would be abolished. The fact that some 80 million 
people annually use the recreational opportunity afforded by Federal reservoir 
projects would be recognized by requiring inclusion in project studies of a rea- 
sonable recreation benefit which is now ignored. 

3. Cost allocations—Formulas now used by administrative agencies cause 
hydroelectric power to be charged with very high (up to 90 percent) portions of 
total project cost although power generation is generally incidental to flood 
control, navigation, or irrigation purposes. Under the Kerr-Trimble bill the al- 
location of cost to power features would be reduced to levels consistent with the 
incidental role of such features. The “incremental” method of cost allocation, 
used at the Norfork and Denison Reservoirs, would be made generally applicable. 

4. Project payout.—Competent engineers agree that the useful life of multiple 
purpose reservoirs exceeds 150 vears. Unrealistic Budget Bureau practices re- 
quire, however, that reimbursable cost of Federal reservoirs be repaid in not 
more than 50 years. The Kerr-Trimble bill raises the maximum payout period 
to 100 years or useful life expectancy, whichever is the lesser. 

5. Interest rates.—The interest charge applicable to Federal funds invested in 
multiple-purpose projects is set by the Kerr-Trimble bill at the average rate of 
interest borne by all marketable securities of the United States issued during 
the 15 years immediately preceding the start of such projects. This procedure 
would tend to avoid the effect of short-term interest rate fluctuations on project 
feasibility, costs, and repayment schedules. 

6. The Kerr-Trimble bill would require that multiple-purpose reservoir plan- 
ning proceed on a comprehensive basinwide basis with recognition to all bene- 
fits of ultimate full development. 


Senator Kerr, one of our ablest men in Congress, wrote me a letter, 
and if I may I will read it aloud so that all of you will know what 
Senator Kerr had to say. He is now presiding over a committee 
considering the omnibus rivers and harbors and flood control bill, 
which our committee passed last July. 
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While I should like to have this entire document placed in the 
record, it will not take me but a couple of minutes to read it. It 
reads as follows: 


Hon. Ciirrorp Davis, 
Chairman, Subcommittee on Flood Control, Public Works Committee, House of 
Representatives, Washington, D.0. 


Dear Curr: { regret that I will not be able to appear in person to testify 
in behalf of the Trimble bill because I am conducting hearings on the omnibus 
rivers and harbors and flood control bill which your committee has reported 

t. 
pS are several reasons for my wanting to testify on this bill; one is my 
affection for its author, another is because I am the author of an identical 
bill in the Senate (S. 1591), and still another is my sincere belief that its 
passage is essential to the orderly development of the water resources of our 
Nation. 

As chairman of the Select Committee on National Water Resources, I have 
conducted 23 public hearings in 20 States, and had prepared 32 reports on the 
future need for water in this country. While the study on water demands 
versus supply is not yet completed, the data already compiled leaves no doubt 
as to three important facts: 

(1) Increases in demands for water will be extremely high during the 
next 20 years. 

(2) There are indications that the demands for water and water related 
activities will exceed the supply that can now be made available in certain 
areas. 

(3) The demand-supply ratio will grow progressively tighter in other 
areas. 

The Department of Commerce believes the total investment in water resources 
development facilities of all kinds required between now and 1980 will amount 
to over $200 billion, private and public included. That is more than $10 billion 
per year. About one-quarter of this is expected to be Federal, if the present 
ratio is continued. 

Even this may not be enough, because I am not sure it takes into account 
the higher-than-normal costs that may be encountered in certain of the more 
critical problem areas, and the added costs that may come with the additional 
problems that must be coped with. 

This emphasizes the need to change some of the policies of the executive 
branch of this Government who hid behind a creature whose parental status 
is doubtful. I refer to Budget Circular A-47. 

If we are to meet the requirements of future generations for water, we must 
modernize the policy—that is what the bill before you attempts to do. 

When I introduced S. 1591 (and was joined by eight of my colleagues) I made 
detailed statement which appeared in the Congressional Record of April 7, 
1959, at page 4812. It set forth my analysis and views on this bill. I hope it 
may be helpful to you as you consider the pending measure. 

With kindest regards, I am, 

Sincerely yours, 

Rosert S. Kerr. 


Mr. Davis. Senator Mike Monroney was here and we placed his 
letter in the record earlier. 

Now we have a couple of opponents. I never understood why the 
Association of American Railroads, with all of this material, wants 
to object to most everything that comes along, but Mr. Lyon thought 
I didn’t treat him right last year. So if Mr. Carl V. Lyon, attorney 
representing the Association of American Railroads, would come 
around, we will sit back and relax and hear you. 

Oh, you put a new man in on me. Where is the man who was here 
last time ? 
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STATEMENT OF CARL V. LYON, ATTORNEY, ASSOCIATION OF 
AMERICAN RAILROADS 


Mr. Lyon. I was going to explain that unfortunately I am not the 
witness we had the last time. Dr. Behling was not available at this 
time so I was called to come in and present our views to you. 

Mr. Davis. Well, he did get mad at me last time so I guess maybe 
he is taking it out on me and he did not show up. 

Mr. Lyon. No, sir. I can assure you that that is not the case. 

My name is Carl V. Lyon and I am an attorney of the Association 
of American Railroads. I appear here on behalf of the association 
and its member railroads, which operate more than 95 percent of all 
the railroad mileage in the country and which earn more than 95 
percent of all railroad operating revenues in the United States. 

My testimony today relates to the navigational aspects of the water 
resources utilization and development policy that is set forth in H.R, 
8. I will limit my comments to the navigation aspects alone. 

Our interest in this bill is twofold, First we are interested as com- 
petitors of persons who will use the navigation facilities; and sec- 
ond, as large taxpayers, we seek to avoid adoption of a policy that 
would result in the wasteful construction of uneconomic projects. 

The railroads agree with the stated purpose and policy that is set 
forth in H.R. 8; ie., that the United States needs— 
to establish a sound national water resources policy generally applicable to the 
er aaa utilization, and conservation of water resources in the United 

es 

We believe, however, that the provisions of that bill would not 
establish the sound policy that is its objective. Our objections to this 
bill are three in number: 

First, it would permit the construction of a navigation facility as 
a separate unit or feature of a multiple-purpose project or river basin 
development even though that navigation facility, considered by 
itself, would not justify the cost of its construction. 

Second, the bill would include so-called intangible and secondary 
benefits as parts of the total benefits that may be relied on in justifying 
a water resource project. 

Third, the bill ignores the most important defect in our present 
policies and practices with respect to facilities for navigation. This 
defect is the failure to require users of navigation facilities to pay 
their full share of the cost of such facility. 


JUSTIFICATION OF NAVIGATION PROJECTS 


Section 5(c) of H.R. 8 would provide that any “unit, facility, or 
feature” of a multiple-purpose project “whose cost will exceed the 
benefits to be derived therefrom” may be nevertheless included as a 
part of a recommended project if such inclusion will not reduce the 
total benefits below the total cost of the whole project or unit. Thus 
a navigation feature clearly unjustified as sick may nevertheless be 
constructed. The result of constructing such economically unjustified 
transportation facilities would be to drain revenue from existing 
forms of transportation while contributing nothing to the economic 


wealth of the Nation. 
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H.R. 8 ignores the need for a sound national transportation ate 
The transportation policy of Congress as set forth in the preamble 
to the Interstate Commerce Act provides for recognition and preser- 
vation of the inherent advantages of all modes of transportation. 
The approval and ultimate construction of a navigation facility that 
standing alone will not create benefits as great as its cost of construc- 
tion is at cross purposes with this transportation policy. 


INELIGIBLE AND SECONDARY BENEFITS 


H.R. 8 would include as a part of the economic justification of 
water resource development benefits referred to as intangible and sec- 
ondary and would require a favorable recommendation by the Corps 
of Engineers when all factors—primary, secondary, tangible, and 
intangible—result in a benefit to cost ratio of unity or greater. There 
is no question that intangible and secondary benefits do accrue from 
the construction of waterway facilities. The railroads do not object 
to advance planning or full development of these benefits. But it 
is our view that the project itself should be justified in terms of 
tangible and primary benefits alone. Not only are the intangible 
and secondary benefits an invitation to speculation, but they have 
no relation to the value of a navigation facility as an alternate 
means of transportation. It has long been recognized that an over- 
supply of transportation can create as many problems and difficulties 
as an 

The fallacy of attempting to superimpose so-called intangible bene- 
fits in evaluating navigation projects is revealed with clarity in the 
task force report on water resources and power of the second Hoover 
Commission on Organization of the Executive Branch of the Gov- 
ernment, where it is said (vol. III, June 1955, pp. 1332-1333) : 


Difficulties of measuring such intangible considerations as these, although 
obviously presented, are not the most important objection to their intrusion 
into the evaluation and justification of navigation improvements. Facilities 
solely for navigation provide transportation, nothing else, and all of the intangible 
benefits must necessarily be derived from a waterway improvement as an instru- 
ment of transportation. The essential fallacy of bringing intangible benefits 
into the reckoning as additional factors is that they beg the entire question 
of whether a proposed waterway facility will actually be an economically sound 
transportation alternative and they, therefore, lead to multiple counting of 
the alleged economic benefits twice if not more than twice. 

The sound promotional development of industry, of agriculture, of higher 
living standards, and of the economy generally depends upon the economic utiliza- 
tion of available resources on the basis of alternatives available or capable of 
development. 

A waterway that is deficient when measured in terms of economy as a facility 
for transportation cannot be given any real justification by adding on so-called 
intangible benefits to give it greater validity, for the reason that the other forms 
of transportation which are existing or potential alternatives to it likewise pro- 
vide such collateral and intangible benefits and, obviously, the best economic 
facility as an instrument of transportation will contribute to such intangibles to 
the maximum extent. This is true also as to the national defense for, unless 
a particular waterway facility serves some special need and extraordinary de- 
fense objective, the national defense will be best served by transportation facili- 
ties which meet the usual tests of sound economy. Consequently, attempts to 
bolster the justification of a waterway project by resort to various intangible 
benefits signifies an admission of insufficient project justification and should be 
recognized as such. 


With specific reference to the secondary benefits I believe the quo- 
tation at page 10 of the recently published report on “Proposed Prac- 
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tices for Economic Analysis of River Basin Projects,” submitted to the 
Inter-Agency Committee on Water Resources by its Subcommittee on 
Evaluation ispertinent. It is said there: 

Although secondary benefits may be significant in the economic justification 
of projects from a local or regional point of view or in reimbursement and 
assessment considerations, the assumptions indicated lead to the conclusion that 
from a national public point of view such benefits usually have little significance 
in project formulation, economic justification, and array. 

It is likewise significant that in a statement appended to this re- 
port the Department of the Army said (p. 54) : 

It would be preferable if the discussion of secondary benefits were to bring 
out more clearly that from a national public viewpoint secondary benefits will 
be applicable in project evaluation only under unusual circumstances. 

I do not want to be understood as being opposed to the development 
of intangible or secondary benefits once the decision has been made 
to go forward with a project. But for the reasons stated, the inelu- 
sion of these factors in the justification of a project is not in our view 
sound policy. 

At the present time there is a backlog of water resources projects 
that have been recommended favorably by the Corps of Engineers 
and authorized by Congress. Most, if not all, of these recommended 
“egg and authorized projects were approved on the basis of a bene- 

t-to-cost ratio of unity or greater without consideration of any so- 
called intangible or secondary benefits. Perhaps many of these will 
never be constructed, but even so it will be a great many years before 
all of them will have been constructed. In addition, there are pre- 
sumably still more projects now under study that might be justified 
without the inclusion of intangible and secondary benefits. There- 
fore, it appears that a sound water resources policy can be established 
and adequately carried out on a much more realistic benefit-to-cost 
basis without the inclusion of intangible and secondary benefits. It 
would appear that the inclusion of intangible and secondary benefits 
as a part of the economic justification for a project would increase 
the tikelihood of delay and perhaps abandonment of projects shown 
to be worthwhile on the basis of tangible and direct benefits, while 
perhaps going forward with some less worthwhile projects that could 
not have been justified without the inclusion of intangible or second- 
ary benefits. 

It is not our purpose to obstruct in any manner the truly economic 
development of our water resources. It is simply our position that 
sound development can only be achieved without reliance with respect 
to navigation, at least, upon intangible and secondary benefits for 
project justification. 

USER CHARGES 


At the present time the users of navigation facilities constructed 
at the expense of the Federal Government are not required to ay any 
of the cost of the construction, operation or maintenance of such facili- 
ties. Yet the use of the facilities are primarily for commercial enter- 

rises. Ifa navigation facility is truly economically justifiable, it can 
v constructed initially by the Federal Government and the user can 
afford to reimburse the Federal Government over the useful life of the 
facility for full costs, including amortization, interest, maintenance 
and operations. There is no reason why the general taxpayer should 
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vide a transportation facility for a particular group without re- 
casing in mrs compensation ual to the cost of providing such 
facility. The group in this case is both identifiable and solvent. Full 
realization by potential users that adequate charges for the reimburse- 
ment of F sdedal expenditures were to be required, moreover, would 
serve to discourage the ever increasing demands of certain groups for 
economically unjustified navigation facilities. 

The report of the task force on water resources and power of the 
Second Hoover Commission, to which I have previously referred, went 
straight to the heart of this matter when it said (vol. I, p. 218 and vol. 
III, p. 1328) : 

Basically, the infirmities of these project evaluations stem from the fact that 
under existing policies those who derive the direct benefits of Federal improve- 
ments for transportation by water do not pay the costs of such facilities. The 
discipline which would be imposed by an economic evaluation based upon an 
effective economic demand for the waterway transportation facilties is lacking 
and, hence, a more theoretical approach to evaluation and justification is pur- 
sued instead. This, rather than what might be considered to be merely admin- 
istrative inadequacy of the Corps of Engineers, is the fundamental defect of 
existing policy regarding improvements for navigation. 

A sound water resources policy in full recognition of the existing 
national transportation policy demands that the users of navigation 
facilities pay for their benefits. Without such charges the users of 
federally provided waterways enjoy an unfair advantage over their 
railroad competitors. In today’s competitive transportation situation 
this is of vital importance to the economic well-being of the country’s 
transportation system. 

In conclusion, the railroads appear here in opposition to certain 

rovisions of H.R. 8, because they are hurt by unfair competition 

rom users of waterways, provided by the Federal Government with- 
out cost to those users. We agree there is a need for a national water 
resources policy. We agree that water resources should be fully 
developed to meet all sound needs. However, we believe that eco- 
nomic justification of navigation facilities should be based entirely on 
tangible and direct benefits. We believe also that a navigation facil- 
ity should not be constructed by the Federal Government unless its 
tangible and direct benefits standing alone can be shown to be at least 
as great as the total cost of its construction; and, finally, it is our 
belief that a sound national water resources policy must include 
provision for recovery of Federal expenditures for navigation proj- 
ects from those who derive special and direct benefits from them. 

For these reasons, we think that H.R. 8 in its present form should 
not be or enacted. 

Thank you, Mr. Chairman and members of the committee, for this 
opportunity to present our views. 

r. Davis. Mr. Edmondson wants to ask you a question, Mr. Lyon. 

Mr. Epmonpson. Mr. Lyon, have you polled your membership on 
this question with regard to this bill ? 

Mr. Lyon. Mr. Edmondson, our membership has not been specifi- 
cally polled with respect to this bill, but we follow the practice in the 
Association of American Railroads of many years’ standing of fur- 
nishing our members, through our law departments and their general 
counsel, copies of the bills in which we become interested, and upon 
which we intend to take some position. Then we hear from our 
member railroads in varying degrees, depending on their interest in it. 
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Then our board of directors, which is made up of 21 of the presidents 
of our member railroads, get together and decide what the position 
of the industry as a whole should be. 

That procedure has been involved here. Every member of the 
Association of American Railroads has been furnished a copy of 
H.R. 8, and every member of the Association of American Railroads 
has been represented through its board of directors, and the policy 
legislatively at least is endorsed each year at our member roads meet- 
ing, at which all of the member roads are in attendance. 

Mr. Epmonpson. The reason why I asked you that is when we 
enlarged the authorization for the Arkansas Basin program, a repre- 
sentative of your association appeared and said he opposed it for all 
of the railroads in the association, and, of course, three railroads 
belonging to that association are pretty actively supporting the Ar- 
kansas Basin program. 

I wondered if it was likely that there were some railroads that 
disagree with you on this. 

Mr. Lyon. I do not think it is likely, Mr. Edmondson. I think it 
is possible that in every case where you have a large group speaking 
through a representative group, there are those who may have little 
differences of opinion, but I do not think it is too likely in this 
respect. 

Mr. Epmonpson. You state in your argument that intangible bene- 
fits should not be considered at all. How do you classify recreation? 

Mr. Lyon. That is quite hard to classify. I will answer it this 
way: I don’t think, speaking of recreational benefits taken apart, 
whether they are intangibles or secondary or incidental or primary— 
I don’t think they should be included as a benefit to justify a naviga- 
tion project. 

Mr. Epmonpson. If you were determining, as a promoter for a rail- 
road, whether to run a line over to the Delaware coast, for example, 
would you take into account the recreational use of that line, and the 
fact that a let of people will be going over there to enjoy recreation 
in that area, and wouldn’t you try to justify the extension of the rail- 
road over there, or would you just figure what your freight that you 
haul over there is, and what your business traffic would be, and exclude 
the recreational aspect of the line from any consideration with regard 
to the justification 

Mr. Lyon. I think we would be forced to consider only the activity 
that would provide a revenue to our company. 

Mr. Epmonpson. Would the activity of people going over to the 
beach area for recreation be something that you would figure on or 
not 

Mr. Lyon. I think if we could figure on people traveling by rail- 
road over to that beach area, it would be a tangible piece of income 
we could count on in determining what our traffic will be; yes, sir. 

Mr. Epmonpson. Recreational activity that contributed to the en- 
richment of your railroad would definitely be a benefit you would 
figure on when you decided whether to run that line over there; would 
it not ? 

Mr. Lyon. It would not be a benefit of the nature of which we are 
talking about, but would be a matter of profit and loss and traffic we 
would expect to get. 
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Mr. Epmonpson. If you had reason to believe activity there was 
going to enrich your railroad and provide a lot of traflic for it, it 
would be something you would definitely figure on as a justification 
for the line, wouldn't you ? 

Mr. Lyon. Yes, sir. 

Mr. Epmonpson. All right. No further questions. 

Mr. Davis. Are there any further questions ¢ 

(No response. ) 

Mr. Davis. Thank you very much, Mr, Lyon. 

Mr. Lyon. Thank you, sir. 

Mr. Davis. Now we have a representative from the National Asso- 
ciation of Manufacturers, Mr. Daniel Cannon. I don’t want you to 
misunderstand me, but the National Association of Manufacturers 
always opposes everything—everything in the world. I mean, they 
are opposed to good weather. 

All right, Mr.Cannon. We are going to listen to you. 

This is a long statement you have. Could you summarize this 
statement? We are going to make it all a part of the record, but it 
isa very long statement. 


STATEMENT OF DANIEL CANNON, EXECUTIVE CONSERVATION COM- 
MITTEE, NATIONAL ASSOCIATION OF MANUFACTURERS, NEW 
YORK 


Mr. Cannon. Yes, sir; ] would be glad to skim over this statement 
on the condition of it being included in full in the record. - 

Mr. Davis. Yes, sir. 

Without objection, the full statement will be made a part of the 
record at this point. 

(The document referred to is as follows :) 


STATEMENT OF NATIONAL ASSOCIATION OF MANUFACTURERS ON H.R. 8 


This statement discussing H.R. 8, a bill to promote and establish policy and 
procedure for the development of water resources of lakes, rivers, and streams 
is submitted on behalf of the National Association of Manufacturers, a volun- 
tary association of some 20,000 business enterprises, the vast majority of which 
are in the “small business” category. These enterprises pay a substantial per- 
centage of their gross income into the U.S. Treasury in the form of taxes. 
Consequently they are greatly interested in what these tax moneys are spent 
for, and how they are spent. Since H.R. 8 is concerned with policies and pro- 
cedures for determining what multiple-purpose water projects should be con- 
structed by the Federal Government and how the costs of such projects should 
be allocated among the various purposes, we are moved to express to the com- 
mittee our viewpoints on what we feel are some serious shortcomings in the bill. 

We are opposed to H.R. 8 for the following reasons: 

1. The bill poses a threat to States’ water rights. 

2. The bill would lead to expenditure of untold billions of dollars for con- 
struction of economically infeasible and financially unsound Federal projects. 

8. The bill would lead to setting of artificially low Federal power rates that 
would be unfair to the taxpayer and unfair to private enterprise. 

4. The bill poses a threat to the community watershed movement. 

5. The bill’s declaration of national water-resources policy is seriously deficient. 

In the first place, we believe that high conservative standards for the evalua- 
tion of projects proposed for construction by the Federal Government should 
be maintained so that only economically feasible and financially sound projects 
are built. We believe that enactment of H.R. 8 in its present form would greatly 
weaken some of the standards presently being applied on an administrative 
basis. Our detailed views on this aspect of the bill are set forth subsequently 
in this statement. 


Sy 


300 DEVELOPMENT OF WATER RESOURCES 


Another important aspect of this bill lies in the fact that its avowed purpose 
is to establish “a sound national water-resources policy.” We believe that the 
bill is deficient as a declaration of national water-resources policy since it fails 
to give full cognizance to the interrelationship of the renewable natural re. 
sources and related problems such as soil conservation and timber conserva- 
tion. No viewpoints are set forth on the question of inundation of natural 
resources or on the relative merits of upstream watershed improvement versus 
large-scale downstream projects. The relationship between this proposed act and 
the Watershed Protection and Flood Prevention Act of 1954 is obscure and 
fraught with potential conflicts. No definite policy is stated in regard to irriga- 
tion of some lands or drainage of other lands. The problem of incompatibility 
of purposes in multiple-purpose projects is left untouched. No attention is paid 
to the problems which experience has demonstrated arise out of underestimation 
of costs, overestimation of benefits, inadequacy of hydrologic and other technical 
data, and jurisdictional conflicts in policies and practices among the various 
Federal agencies with responsibilities affecting water resources. 

Further, the bill does not make clear to what extent Congress intends to 
oceupy this field. Section 3 of the bill declares it to be the policy of the Con- 
gress that “the river basin shall be deemed a single resource which, in whole 
or in part, or in combination with other basins or portions of basins as pro- 
vided for in this act shall constitute the basis for the development, utilization, 
and conservation of water resources by the United States.” 

Will anything be left of the right of the sovereign States to control and ad- 
minister the natural resources within their boundaries? 

Under the doctrine of Federal preemption as currently interpreted by the 
Supreme Court of the United States, the above declaration could readily lead 
to the exclusion of State and local governments and private enterprise from the 
field of development of renewable natural resources. 

There is no effort to circumscribe the proper constitutional role of the Federal 
Government in the water-resources field. 

We believe national policy should move in the opposite direction and that 
the Congress should make a declaration of States’ water rights requiring Federal 
agencies to recognize the authority of the States in regard to water resources; 
to comply with State policies and procedures in regard to development of water 
resources; and to respect private water rights acquired pursuant to State law, 
recognizing that the right to use water is a private property right which should 
not be taken from anyone without just compensation and due process of law. 

We further believe that the declaration of national policy is deficient in that 
it fails to declare a policy of natural resources development designed to en- 
courage the private enterprise system. Instead, the preoccupation is with com- 
prehensive development by the Federal Government with great emphasis on 
the production of electric power. 

We believe that national water-resources policy should include a declaration 
in favor of encouraging private enterprise to construct, own, and operate the 
electric generating facilities proposed for Federal projects. This would reduce 
the initial cost for the Federal Government, result in increased tax revenues 
for the Federal, State, and local governments, relieve the Federal Government 
from supporting an interest rate subsidized in full or in part, and place the 
power rates under adequate regulation. 

We also believe that the lack of any provision in the bill for payments in lieu 
of Federal, State, and local taxes where the Federal Government, nevertheless, 
builds, owns, and operates the electric generating facilities is an extremely 
serious omission. 

Now, turning from deficiencies of the bill as a declaration of national water- 
resources policy, we would like to mention several instances in which we believe 
the result would be a lowering of proper standards for evaluating the taxpayer's 
“investment.” 

The first broad manner in which such standards are lowered is the declaration 
in section 5 that “the policy is hereby established that when the total benefits, 
tangible and intangible, primary and secondary, are determined to exceed the 
total costs of a unit or project, a favorable recommendation for authorization 
shall be made by the agency making the study.” Intangible benefits are defined 
in section 4(b) as “benefits which are not measurable in monetary terms.” 
Secondary benefits are defined as “the values over and above the value of the 
immediate products or services of a project as a result of activities induced 
from the project.” We submit that such intangible and secondary “benefits” 
are so conjectural and so unsusceptible of accurate measurement that they 
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should not be included in evaluation of the propriety of expending billions of 

vers’ dollars. A 
ahi, ‘ae requirement that “a favorable recommendation for authoriza- 
tion shall be made by the agency making the study” whenever the total of all 
such benefits exceeds the total costs, removes any area of reasonable dis- 
crimination and judgment from the agency and substitutes a pseudomathe- 
matical equation that we believe many experienced agency people would find 
stultifying. When intangible and secondary benefits are included in the evalu- 
ation, one would suppose that it would not be unreasonable to require a 3 to 1 
or 4 to 1 relationship of benefits to costs before authorizing further expendi- 
tures. Instead, we are confronted with a provision which would make manda- 
tory a favorable recommendation on a shade over a 1 to 1 relationship. _ This 
represents very poor fiscal policy and we strongly recommend that this re- 
quirement be stricken from the bill along with reference to intangible and 
secondary benefits. 

Another undesirable provision in section 5 is subsection (c) : 

“When a project or unit is recommended pursuant to subsection (b), any 
unit, facility, or feature whose costs will execeed the benefits to be derived 
therefrom may be included in such recommendations if the inclusion of such 
unit, feature, or facility will not reduce the total benefits below the total cost 
of the project or unit.” 

The defect of this provision could not be stated better than in the words of 
Gen. E. C. Itschner, Chief of Engineers, U.S. Army, in testifying before this 
committee on July 10, 1959, as follows: 

“Thus, this provision would permit the inclusion of uneconomic projects, 
units, facilities, or features in a comprehensive basin plan, so long as the 
benefits of the entire basin plan are not less than its cost. This means that 
poor projects would be carried by good projects. Thus, wealth-producing 
projects would be consumed by the projects which would cost more than they 
return.” 

“It seems obvious that the Nation would be unwise to build one project to 
increase its wealth, and then build another, uneconomic project to assure that 
this wealth is wasted. Hence, I feel that this provision of H.R. 8 should be 
eliminated.” 

Another weakening of standards lies in section 6(3) which provides: 

“The cost of features and facilities of the project which relate to electric 
power shall be the amount obtained by subtracting (A) the cost of construc- 
tion or modification of the project without features and facilities relating to 
electric power, from (B) the cost of construction or modification of the project 
with features and facilities relating to electric power. The amount so de- 
termined shall be allocated to the cost of the features and facilities of the 
project which relate to electric power.” 

The effect of this provision would be to allocate cost to the electric power 
phase of the project on the basis of the so-called incremental method rather 
than on the basis of the so-called separable costs-remaining benefits method. 
The result will be to minimize the cost attributable to electric power production 
and thus artificially lower the rates paid by consumers of this tax-free electric 
power. 

This result is accomplished by failing to attribute to electric power produc- 
tion a share of what should properly be considered joint costs of the project 
and by ignoring the sound principle that all functions should share in the 
savings from multiple-purpose construction. On this subject, General Itschner 
testified : 

“It seems to us that it would be most unfair to the Nation’s taxpayers—and 
it is the taxpayers who pay for the reservoirs which make the production of 
‘on power possible—if those who use the power do not pay a fair share of this 
joint cost.” 

Section 6(3) requires a consideration of some fundamentals of public policy. 
Since, under the U.S. Constitution, the Federal Government was not created 
for the purpose of engaging in business, we believe that a Federal project cannot 
legitimately have as its principal purpose the generation of electricity. His- 
torically, however, electric generating facilities have been added to Federal 
projects to help reimburse the U.S. Treasury for the cost of the project. Section 
6(3) raises the question as to whether publie policy should be directed toward 
enabling the purchasers of this tax-free electricity to skim the cream off the top 
of these Federal projects or directed toward insuring that the general tax- 
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payers are adequately reimbursed for the use of facilities for which they put 
up the money. 

Also implicit in this issue is the fact that many of the most desirable sites 
for hydroelectric projects have already been utilized. The economics of future 
hydroelectric construction will not be as favorable as past construction. How- 
ever, the net effect of H.R. 8 will be to make it appear that the less favorable 
hydroelectric projects are economically sound and to make it possible for pur- 
chasers to receive the benefit of subsidized low rates which do not reflect the 
unsound economics of the hydroelectric projects. The result will be that flood 
control and navigation will pay for electric power production rather than 
permitting electric power to help pay the cost of flood control and navigation, 
It is economic waste to construct a hydroelectric project when the electricity 
can be supplied by a private enterprise thermal generating plant at a reason- 
able cost taking inte consideration taxes and interest charges. One of the 
most ironic developments in recent economic history is that the Tennessee 
Valley Authority Corporation, which was created to develop the resources of 
the Tennessee River, now generates 75 percent of its electricity by burning coal, 

This unfortunate aspect of H.R. 8 is compounded, among other ways, by 
Section 7(3), which equates the benefits of electricity from a Federal project 
with the benefits of electricity from an alternative source that would pay Fed- 
eral, State, and local taxes, even though no such taxes would be paid by the 
Federal project; by section 8(a) which provides for repayment of the cost of 
electric power features and facilities over a period as long as 100 years; by the 
provision of section 8(a) stipulating that the rate of interest shall be the 

average rate of interest on U.S. obligations issued during the 15 fiscal years 
prior to the fiscal year in which funds are first appropriated; and by the pro- 
vision in section 9 calling for retroactive application of the provisions of the bill, 

Of course, the intent of section 7(3) is to eliminate the fact that Federal 
projects do not pay Federal, State, or local taxes from any consideration in 
evaluating the economic desirability of constructing a particular project. In 
light of the current fiscal problems of the Federal, State, and local governments, 
ignoring this aspect of natural resource development would amount to fiscal 
irresponsibility. Therefore, we strongly condemn the method of evaluating elec- 
tric power benefits embodied in section 7 (3). 

We advocate that the cost properly allocated to electric power production 
should be repaid to the U.S. Treasury within a maximum period of 50 years. 
Section 8(a), on the other hand, would permit repayment to be spread out over 
as long as 100 years. The key question here is, What is a conservative, equitable 
period of time in which the general taxpayers should have returned to them 
their money which has been used to build the electric generating facilities? We 
believe that sound business practice, plus consideration of the equities as between 
(1) Federal taxpayers in general, and (2) purchasers of tax-free electricity pro- 
duced by facilities financed by taxes, indicates a maximum period of 50 years. 

This question actually has no relationship to the use life of the project or the 
table of useful life of depreciable property issued as Bulletin F by the Treasury 
Department for income tax purposes. The problem under income taxation is to 
permit the taxpayer to recover his cost of acquiring capital without having it 
subjected to tax as he recovers it. The Internal Revenue Service requires the 
taxpayer, for tax purposes, to apportion his recovery over a longer period of time 
than he might otherwise choose, chiefly through the use of a table of “useful 
lives” which appear to be rather unrealistic for many items of property. The 
problem at hand is not at all analogous. The relationship is more nearly that 
of a debtor-creditor relationship and the real question is, How long a period is 
it equitable for the capital of the taxpayer-creditor to be tied up for the benefit 
of the consumer-debtor? Stretching this period out to 100 years seems to be 
another illustration of the process of robbing the grandchild to pay the grand- 
father. It should be noted that section 5 of the Flood Control Act of 1944 does 
not provide for amortization over the “useful life” of the project but over “a 
reasonable period of years.” 

We further believe that the proposal to base the interest charge on the average 
interest rate of U.S. obligations issued during the 15 fiscal years preceding the 
fiscal year of the first appropriation will not adequately reflect the true cost of 
the capital tied up in the project. Since his provision would have retroactive 
effect by virtue of section 9, this could carry the computations back quite a num- 
ber of years. Even for new projects, the rising levels of interest rates would 
not be adequately reflected. Therefore, we strongly disapprove of this provision 
which would not accurately reflect current borrowing costs in the years in which 
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expenditures are actually made. In the modern pace of events, going back 15 
years is like delving into ancient history. It has been suggested that the true 
cost of this capital is the yield which the private investor could obtain from it 
if he were not subjected to a form of compulsory investment through taxation. 
This is a suggestion deserving of some consideration and reflection. 

We also believe that the retroactive application of the undesirable features 
of H.R. 8 through the operation of section 9 is most unwise. Much work, 
thought and analysis expended on particular projects would be thrown out the 
window by retroactivity. 

Other questionable provisions of the bill include the conjectural character of 
the “projected economic growth” which section 7(1) would require to be included 
in the calculation of benefits, and the inclusion of recreation and other matters 
as purposes which might justify the construction of a dam under the provision 
of section 5(b). We believe that recreational opportunities are desirable by- 
products of Federal projects, but nevertheless believe that the fundamental 
justification for these projects must rest upon historic constitutional functions 
of the Federal Government. Section 5 also raises the question as to what 
extent it constitutes as assumption of responsibility by the Federal Government 
in the fields of domestic, municipal and industrial water supply, fish and wild- 
life development, and pollution control or abatement. 

In general we believe that a statute enacting the sound provisions of Budget 
Bureau Circular A-47 relating to project evaluation and cost allocations would 
be desirable, but the evident intent of H.R. 8 is to run contrary to the principles 
embodied in that circular. 

In view of the many confiicts in policies and practices present existent in 
Federal operations in the natural resources field, a statute designed to clarify 
roles, relationships, objectives and policies would also be desirable. For exam- 
ple, such a statute might well designate the Federal Power Commission as the 
agency to allocate costs and set rates for all Federal projects with electric 
power features. However, we believe that any declaration of national policy in 
the natural resources field would have such a broad impact on so many inter- 
related factors that its consideration should be made the subject of joint hear- 
ings by the Public Works, Interior and Agriculture Committees of both Houses 
of Congress. It should also be noted that the Senate Select Committee on Na- 
tional Water Resources has been very active in investigating water resources 
matters. 

The conservation and management of natural resources committee of our 
association has made a thorough study of H.R. 8 and similar bills. On the 
basis of that study, the committee recommended the following statement of 
policy which has been adopted by the association’s board of directors: 


COST ALLOCATIONS FOR FEDERAL MULTIPLE-PURPOSE PROJECTS 


“High standards for the evaluation of multiple-purpose water and power 
projects proposed for construction by the Federal Government should be main- 
tained so that only economically feasible and financially sound projects are 
built. Such standards should require that (a) the benefits from each purpose 
of a project must exceed the cost of achieving that purpose, (b) the benefit-cost 
analysis must be based on tangible benefits, (c) where a project can be more 
effectively developed on a partnership basis the appropriate responsible agency 
must recommend the enactment of legislation necessary to carry out such part- 
nership action, (d@) a maximum life of 50 years must be assumed in project 
evaluation, (e) cost generally must be allocated by the separable-costs-remain- 
ing-benefits methods, (f) local financial participation should be in direct propor- 
tion to the benefits received, (g) in evaluating costs and benefits of electric power 
generating facilities in Federal projects, their value must be based on electric 
power from an economically sound alternative source with taxes and interest 
charges for the project on the same basis as for the alternative sources.” 

The conservation committee also recommended a statement of policy in regard 
to States’ water rights, which we believe are imperiled by this bill. This state- 
ment, which likewise has been approved by the board of directors, declares: 


“STATES’ WATER RIGHTS 


“There has been a growing tendency on the part of Federal Government agen- 
cies to usurp private water rights as established by State authority and to 
override States’ rights and responsibilities in administering the water resources 


| 
| 
| 
| 
| 


304 DEVELOPMENT OF WATER RESOURCES 


within their respective boundaries. Therefore, legislation should be adopted 
by the Congress which would acknowledge the authority of the States relating 
to the control, appropriation, use or distribution of water within their boundaries, 
require that Federal agencies comply with State laws relative to the use of 
water, and require that Federal agencies respect private rights to use water 
established by State authority, recognizing that the right to use water is q 
property right which should not be taken from any person without due process 
of law and adequate compensation.” 

We believe that in some respects the scope of H.R. 8 is not sufficiently broad, 
We are in favor of a thorough and comprehensive revision, correlation, clari- 
fication, and improvement of statutes relating to natural resources. However, 
we believe that a complete overhaul is in order and not a piecemeal approach 
dealing with one aspect of natural resources activity. Among other matters, 
there should be provision for the reappraisal of all authorized projects for which 
funds have not been appropriated within 5 years, and for withdrawal of author- 
ization for all projects found to be obsolete or unsound. Our official policy 
statement on “Revision of Natural Resource Statutes” is attached to this state- 
ment as appendix A. 

It is our further belief that the community watershed or small drainage area 
should be recognized by all concerned as the natural unit through which re- 
newable natural resources can be most efficiently and most satisfactorily devel- 
oped; that local responsibility for action should be assumed by watershed 
associations, soil conservation districts, or other voluntary local and State 
groups: that federations of community watershed associations on a State basis 
or on an interstate compact basis should be encouraged to develop and carry out 
plans on larger stream basins where such unified approach is most feasible: 
and that such principles should become the policy for a fully integrated approach 
to the conservation, development, and utilization of renewable natural resources 
in the United States. Our official statement on “Watershed Improvement” is 
attached to this statement as appendix B. 

We believe that investor-owned utilities sheuld not only be permitted, but 
should be invited and encouraged to construct all the facilities for the produc- 
tion, transmission, and distribution of power whenever and wherever they are 
ready, able, and willing to do so, and that such a policy should be incorporated 
in any declaration of national water-resources policy. Our official statement 
of policy on “Electric Power Development” is attached to this statement as 
appendix C. 

Our basic policy on “Conservation and Management of Natural Resources” 
asserts that, “The basic responsibility for participating in programs of natural 
resource development must be shared by individuals, voluntary associations, 
business enterprises, and the various levels of government. However, the funda- 
mental concept of a limited government of specifically delegated powers and 
responsibilities must be rigorously adhered to in order to achieve the full benefits 
of this shared responsibility and to avoid Government ownership and operation 
of production facilities.” The full text of this basic policy is attached to this 
statement as appendix D. 

In conclusion, we wish to thank the committee for this opportunity to present 
our views, and hope that they may be helpful in analysis of the very important 
matters which the committee is presently considering. Because of the many 
respects in which the bill falls short as a declaration of national policy and its 
unsound provisions regarding project justifications and project cost allocations, 
we strongly recommend that the committee not approve H.R. 8. 


APPENDIX A.—RECOMMENDATION OF THE CONSERVATION AND MANAGEMENT OF 
NATURAL RESOURCES COMMITTEE ON REVISION OF NATURAL RESOURCE STATUTES, 
ADOPTED BY THE NAM Boarp or Drrectors, Fesruary 10, 1960 


Industry urges that the Congress and the State legislatures give prompt and 
eareful attention to a thorough and comprehensive revision, correlation, clarifi- 
cation, and improvement of statutes relating to natural resources and be guided 
by the following requirements and principles : 

1. Provide for a continuous inventory determining the status of the Nation’s 
resources, including an estimate of future potentials, as a basis for all develop- 
ment and improvement work. 

2. Provide for full participation of the people, individually or through their 
responsible public and private agencies and organizations in the planning, deci- 
sions, operations, and financing of watershed conservation and development 
activities. 
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8. Recognize the interrelationships of the various natural resources: soil, 
water, minerals, forests, range, fish and wildlife, and treat the accompanying 
problems accordingly. 

4. Recognize that flood control, navigation, or irrigation projects, when incom- 
patible with each other or with other objectives should be justified only on their 
own economic merits. 

5. Provide a means whereby Federal expenditures for resource development 
will be authorized only in direct relation to the urgency of the need and demon- 
strated local interest and willingness to participate in the improvement. 

6. Recognize that local and State educational institutions have the responsi- 
pility to train competent teaching staffs for enlightening the public in develop- 
men, improvement, and management of our natural resources consistent with 
private enterprise concepts. 

7. Establish accounting and reporting procedures, suitable for comparison 
with private industry, for those governmental agencies that may be engaged in 
resource development, such as forest and range management and the production 
and sale of electric power. 

8. Provide for reappraisal of all authorized projects for which funds have not 
been appropriated within 5 years, and for withdrawal of authorization for all 
projects found to be obsolete or unsound. 


APPENDIx B.—PoLicy POSITION ON WATERSHED IMPROVEMENT 


WATERSHED IMPROVEMENT 


Industry believes that natural watersheds are, in most cases, the most feasible 
units for conservation, development, and wise utilization of the Nation’s re- 
newable natural resources. Industry also believes that the watershed devel- 
opment concept should embrace the whole complex of major renewable natural 
resource problems. It should include upstream waterflow retardation, flood 
control, erosion prevention, protection of industrial and municipal water supplies, 
abatement of pollution, drainage and irrigation where necessary, recreation, 
forest and range management—all directed toward the best practicable use and 
care of all lands. 

To accomplish these objectives, industry recommends— 

1. That the community watershed or small drainage area be recognized by 
all concerned as the natural unit through which renewable natural resources 
can be most efficiently and most satisfactorily developed. 

2. That local authorities and leaders define watershed problems and determine 
needs by utilizing available basic information and that they obtain additional 
surveys where needed to define problems and develop adequate plans. 

3. That local responsibility for action be assumed by watershed associations, 
soil conservation districts, or other voluntary local and State groups. Such 
responsibility would give emphasis to the rights of individuals and groups of 
individuals to participate in planning, developing, and maintaining their own 
community watershed programs, and provide a means of relating such local 
programs to those of interstate or basinwide scope. 

4. That after suitable and adequate community watershed planning is done, 
local authorities should determine and establish the kind of local organization 
needed to direct the operational and maintenance programs, and make full 
coordinated use of existing public agencies, industry groups, associations and 
individuals in a position to contribute to its success. 

5. That a federation of community watershed associations on a State or 
interstate (agreement or compact between two or more States) basis be 
encouraged to develop and carry out plans on larger stream basins where such 
unified approach is most feasible. 

Industry believes that the foregoing principles should become the policy for 
a fully integrated approach to the conservation, development, and utilization 
of renewable natural resources in the United States; and that with such ap- 
proach, responsibility lies with those who derive the benefits therefrom. 

Industry further recommends that, wherever necessary to permit the effectua- 
tion of these principles, the various States consider the adoption of suitable 
legislation recognizing watershed development as State or interstate (by agree- 
ment or compact between two or more States) responsibility. 
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APPENDIX C.—RECOM MENDATION OF THE CONSERVATION AND MANAGEMENT OF Nat- 
URAL RESOURCES COMMITTEE ON ELECTRIC POWER DEVELOPMENT, ADOPTED BY THE 
NAM Boarp or Directors, Aprit 6, 1960 


The rapid encroachment of governments in the field of electric power devel- 
opment should be halted. Industry believes that the production, transmission, 
and distribution of electric energy to the general public is in no sense a responsi- 
bility of government, be it Federal, State, or local. We further believe that 
electric power developments by investor-owned electric companies are in keeping 
with the principles of the private enterprise system and that such developments 
by governments are not. Government should not preempt or usurp the re- 
sponsibility to produce power to meet the needs of the public in general or of 
any select group. 

Accordingly, we believe that when the generation of electric power is eco- 
nomically sound and necessary to bring about the full utilization of all resources 
in multipurpose developments and where its value as an incidental byproduct 
will contribute to the repayment of Government funds for other beneficial uses 
which are clearly within the area of Government responsibility (such as naviga- 
tion, national defense, and in some cases flood control and reclamation), the 
governmental investment in power-generating facilities should be kept to a 
minimum by having investor capital finance such power facilities to the full 
extent of their willingness and capability. 

Industry believes that the Federal, State, or local governments should not 
dictate or impose “preference” policies with respect to the marketing of electric 
power produced by facilities in which they have no proprietary interest. 

Where the Federal or a State Government is, nevertheless, already the owner 
of power-generating facilities, we believe that the electric power and energy 
produced therefrom should be sold at wholesale on equal terms and conditions 
and without discrimination to either investor-owned utilities or to local publie 
agencies where they exist, in order that such power and energy may be dis- 
tributed to a maximum number of people under effective regulation and without 
monopolization by any group. Such power should be sold at rates designed to 
cover its full cost, including an allowance for Federal, State, and local taxes 
comparable to those paid by privately owned electric companies. Government 
should not construct transmission lines if the electric companies are willing and 
able to transmit such power. Investor-owned utilities should not only be per- 
mitted but should be invited and encouraged to construct all the facilities for 
the production, transmission, and distribution of power whenever and wherever 
they are ready, able, and willing to do so. Governmental power projects cause 
a drain on the Public Treasury, both with respect to taxation and to interest 
charges, whereas private enterprise electric power developments pay full taxes 
and interest charges, and, in addition, are under effective Government regulation, 


APPENDIX D.—RECOMMENDATION OF THE CONSERVATION AND MANAGEMENT OF 
NATURAL RESOURCES COMMITTEE ON Basic PoLticy, CONSERVATION AND MANAGE- 
MENT OF NATURAL RESOURCES, ADOPTED BY THE NAM Boarp OF DIRECTORS, 
FEBRUARY 10, 1960 


The basic responsibility for participating in programs of natural resource 
development must be shared by individuals, voluntary associations, business 
enterprises, and the various levels of government. However, the fundamental 
concept of a limited government of specifically delegated powers and responsibili- 
ties must be rigorously adhered to in order to achieve the full benefits of this 
shared responsibility and to avoid government ownership and operation of pro- 
duction facilities in competition with private enterprise. 

Industry recognizes fully the tremendous importance of the Nation’s soil, 
water, timber, range, mineral, and other interrelated resources to the future 
safety and prosperity of the United States and to the future supply of industrial 
raw materials. Likewise, it recognizes the vital importance of the conserva- 
tion of these natural resources through long-range planning, sound development, 
and wise utilization, and that nonuse may be the antithesis of true conservation. 

Industry believes continuation of soundly conceived educational programs 
participated in by individuals, private organizations, and Government will help 
overcome obstacles to better resource development, and that Federal, State, and 
local cooperation in these programs should be encouraged. 
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Industry believes that ineffective and ill-advised conservation and use prac- 
tices, where they exist, as they concern natural resources must be replaced by 
modern and scientific measures of real and lasting benefit. 

Natural watersheds provide the most feasible units for handling the whole 
complex of renewable natural resource problems. Such watershed improve- 
ment programs should be formulated and executed by local governmental units 
and local voluntary associations. 

Publicly owned lands containing agricultural and industrial resources, water 
supplies, recreational features, esthetic scenery, and other multipurpose uses 
should be managed to encourage all uses to the fullest extent possible. 

Industry urges that the Congress and State legislatures give prompt and 
eareful attention to a thorough and comprehensive revision, correlation, clariti- 
cation, and improvement of statutes relating to natural resources. 

Mr. Cannon. My name is Daniel W. Cannon. I am executive in 
charge of the Conservation and Management of Natural Resources 
Committee of the National Association of Manufacturers, which is a 
voluntary association of some 20,000 business enterprises, the vast 
majority of which are in the small business category. ‘These enter- 

rises pay a substantial percentage of their gross income into the U.S. 
gery in the form of taxes. Consequently, they are greatly inter- 
ested in what these taxes are spent for, and how they are spent. 

Since H.R. 8 is concerned with policies and procedures for deter- 
mining what multiple-purpose water projects should be allocated 
among the various purposes, we are moved to express to the committee 
our viewpoints on what we feel are some serious shortcomings in the 
bill. 

We feel that the bill is in much need of critical analysis, not only 
from the standpoint of some of the details concerned in the bill and 
some of the important issues which they raise but also from the stand- 
point of the general scope and range of the bill. How does it fit into 
our whole natural resources water picture and how does it fit into the 
many other Federal and State statutes on the subject of the national 
resources, including water resources. 

We note that in section 2 it is stated it is the purpose of this act to 
establish a sound national water resources policy generally applicable 
to the development, utilization, and conservation of water resources 
by the United States. We feel that all water resource activities are 
confined within the scope of Federal multiple-purpose projects. We 
feel, also, that there are a great many problems in connection with 
Federal multiple-purpose projects that are not touched upon by 
H.R. 8. 

Our specific reasons for opposition to the bill are as follows: 

1. The bill poses a threat to States water rights. We feel one of 
the most burning issues in the whole water resources field today from 
the standpoint of national policy is the relationship between appro- 

riation of water rights pursuant to State law versus encroachment 

y Federal agencies, and the rights of the States to control water 
resources in their boundaries. Yet H.R. 8 is silent on this very impor- 
tant subject, and it makes no attempt to draw any line anywhere as 
between the appropriate functions and responsibilities of the Federal 
Government and the appropriate functions and responsibilities of 
the State governments, and it does not touch ti local government 
activities or activities of private enterprise in this regard either. 

We also feel this bill could very easily lead to expenditure of untold 
billions of dollars for construction of economically infeasible and 
financially unsound Federal projects. 
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We feel further that the bill could lead to setting of artificially low 
Federal power rates that would be unfair to the taxpayer and unfair 
to private enterprise. 

We feel the bill poses a threat to the community watershed move- 
ment. 

We feel the bill’s declaration of national water resources policy is 
seriously deficient. 

In general we are in favor of high conservative standards for the 
evaluation of Federal projects, and we feel H.R. 8 could weaken some 
of the standards being applied. We set forth our views in detail in 
the course of this statement on this. 

We also feel as a declaration of national water resource policy that 
the bill fails to give full cognizance to the interrelationship of the 
renewable natural resources and related problems such as soil con- 
servation and timber conservation. 

Also, on the question, the important question of the relative merits 
of upstream watershed improvement versus large-scale downstream 
projects. For instance, the relationships between this proposed act 
and the Watershed Protection and Flood Prevention Act of 1954, 
which provides for the formation of local watershed associations to 
handle watershed problems, locally organized and financed with local 
planning and local participation in financing—that the relationship 

tween the activities authorized under this bill and the activities 
authorized under the presently existing act are not delineated at all. 

In short, we feel since there are a great many statutes on the subject 
of water resources and natural resources, there is no cross-reference 
in this bill to any of these other acts such as the Federal Power Act, 
for instance. We think there is a vast area here that is going to be 
left to much litigation and conflict of policy and purpose among vari- 
ous levels in Government, and would probably lead to court litigation 
on the subject. 

There are many other problems in connection with this area, such 
as what land should be irrigated and drained; problems that experi- 
ence demonstrated arise out of underestimation of costs and overesti- 
mation of benefits, inadequacy of hydrologic and other technical data, 
and jurisdictional conflicts in policies and practices among the vari- 
ous Federal agencies with responsibilities affecting water resources, 
are also left untouched. 

We feel that the declaration that “The river basin shall be deemed 
a single resource which, in whole or in part, or in combination with 
other basins or portions of basins as provided for in this act shall con- 
stitute the basis for the development, utilization, and conservation 
of water resources by the United States” definitely poses a threat to 
States’ water rights. The term “United States” as used in that 
sense—is not clear whether it means the Federal Government or it 
means everybody—Federal, State, and local government, and private 
enterprise. 

We feel that under the doctrine of Federal preemption as currently 
interpreted by the Supreme Court of the United States, this very broad 
declaration could lead to the exclusion of State and local governments 
and private enterprise from the field of renewable natural resources. 

I would like, in going over this statement, to point out one of the 
provisions we object to is when the total benefits are determined to 
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exceed the total costs, a favorable recommendation shall be made by 
the agency making the study. We object to the inclusion of intangible 
and secondary benefits as too conjectura] and unsusceptible of accu- 
rate measurement, and also feel that the compulsory requirement 
there removes any area of reasonable discrimination and judgment 
from the agency. 

We also feel that the inclusion of any uneconomic projects, facili- 
ties, or features, so long as the plan, the overall plan is not. reduced 
below unity, is also very objectionable from the standpoint of sound 
fiscal policy, and we quote General Itschner’s objection to that provi- 
sion of the bill in which he concludes that— 

Thus, wealth-producing projects would be consumed by the projects which 
would cost more than they return. 

We also object to making mandatory the use of the so-called incre- 
mental method of allocating costs to slevinte power in these multiple- 
purpose projects, and also quote General Itschner in this regard in 
which he said: 

It seems to us that it would be most unfair to the Nation’s taxpayers—and it 
is the taxpayers who pay for the reservoirs which make the production of the 
power possible—if those who use the power do not pay a fair share of this joint 
cost. 

We feel some very fundamental questions are raised by this bill. 
We feel that the Federal Government was not created for the purpose 
of engaging in business, and we do not feel Federal projects should 
be actually used for the purpose of going into the electric generating 
business under the guise of other purposes. . 

We also feel from an economic standpoint many of the most desir- 
able sites for hydroelectric power projects have already been used and 
the economics of future hydroelectric construction will not be as feasi- 
ble or favorable as past construction, and we fear that the effect of 
H.R. 8 will be to make it appear that such projects are economically 
sound when such is not the case. 

We feel it is economic waste to construct a hydroelectric project 
when the electricity can be supplied by a private enterprise dherinal 
generating plant at a reasonable cost taking into consideration taxes 
and interest charges. 

We feel one of the most ironic developments in recent history was 
that the Tennessee Valley Authority Corporation, which was created 
to develop the resources of the Tennessee River, now generates 75 
percent of its electricity by burning coal. 

We also feel in section 7(3), there is an attempt to equate benefits 
of electricity from a Federal project with the benefits of electricity 
from an alternative source that would be subject to the burden of 
paying Federal, State, and local taxes, even though no such taxes 
would be paid by the Federal project. 

We feel in the light of the current fiscal problems of the Federal, 
State, and local governments, ignoring this aspect of natural resource 
development would amount to fiscal iimebionpibincy 

Also we feel on another very important issue in the bill, that the cost 
properly allocated to electric power production should be repaid to 
the U.S. Treasury within a maximum period of 50 years, whereas the 
bill would permit repayment to be spread out over as long as 100 
years. We feel this question is not turning actually upon useful 
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life but actually turns upon the question of equities as between the 
general taxpayers of our Nation into the U.S. Treasury and those 
who receive the benefit of these electric generating facilities which 
produce tax-free electricity. We feel that balancing the equities be- 
tween these two groups indicates a maximum period of 50 years rather 
than 100 years for repayment, 

We also feel that the proposal in the bill to have interest charges 
based upon the average interest rate of the average U.S. obligations is- 
sued in the 15 fiscal years preceding the fiscal year of the first appro- 

riation will not adequately reflect the true cost of the capital tied up 
in the project. Since this provision would have retroactive effect by 
virtue of section 9, this could carry the computations back quite a 
number of years for some projects, and even for new projects, the 
rising levels of interest rates would not be adequately reflected. 

We feel in the modern pace of events, going back 15 years is like 
delving into ancient history. We also believe there is some merit 
in the suggestion made that the true measure of the cost of the capital 
is the yield which the private investor could obtain from it if he were 
not subjected to a form of compulsory investment through taxation. 

We also feel some other features of the bill are highly conjectural, 
such as the projected economic growth, and various other aspects 
required to be taken into consideration in determining benefits. 

We also wonder very seriously to what extent this declaration con- 
stitutes an assumption of exclusive responsibility by the Federal 
Government in the fields of domestic, municipal, and industrial water 
supply, fish and wildlife development, and pollution control or abate- 
ment, which are matters which we feel very strongly should be carried 
on by State and local governments. 

In general we believe that perhaps a statute which would enact the 
sound provisions contained in the Budget Bureau Circular A-47 and 
the revised Circular A-47 would be desirable. But the obvious intent 
of H.R. 8 is to run contrary to the principles embodied in that circular 
or in those documents. 

We feel also there are a great many conflicts in policies and prac- 
tices among Federal agencies in the natural resources field, and in 
view of it a statute designed to clarify roles, relationships, objectives, 
and policies would also be a desirable one. For instance, such a 
statute might well designate the Federal Power Commission as the 
agency to allocate costs and set rates for all Federal projects with 
electric power features. 

We feel that the declaration of national policy in this area has 
such a broad impact on so many inter-related factors we would like 
to see it considered jointly by the Public Works, Interior, and Agri- 
culture Committees of both Houses of Congress, which all have re- 
sponsibilities touching upon this area; and also note that the Senate 

lect Committee on Selena Water Resources has been very active 


in investigating water resource matters. 

Our conservation and management of natural resources committee 
has made a thorough study of this bill and identical and similar bills 
and made a recommendation in a formal statement of policy on the 
subject which was recommended to the board of directors, and the 
board of directors acted on it and adopted it by unanimous vote of 
the board. 
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The text of that policy position is contained on page 11, which sets 
forth the points contained in this statement. 

Likewise it is true as to the statement of policy with respect to 
States’ water rights, which appears on page 12 of the statement. We 
have several other policy statements which we feel have some great 
relevancy to this general subject matter, including watershed de- 
velopment, electric power development, and participation by private 
enterprise in the developing of the electric generating features of 
Federal multiple-purpose projects. 

We wish to thank the committee for this opportunity to present 
our views and hope they may be helpful in an analysis of the very im- 
portant matters that the committee is — considering. Be- 
cause of the many respects in which the bill falls short as a declara- 
tion of national policy, and its unsound provisions regarding project 
justifications and project cost allocations, we strongly recommend 
that the committee not approve H.R. 8. 

Mr. Davis. Mr. Edmondson, any questions ? 

Mr. Epmonpson. I think the gentleman has done an excellent job 
of covering a good deal of material in a short time. I know the 
chairman and other members of the committee appreciate his sum- 
marizing his statement. 

I was just interested in the comment which you made on a couple 
of points here on the question of retroactivity. I think your state- 
ment regarding the undesirable aspect of a policy being made retro- 
active on projects has a good deal of merit. I wondered if the 
gentleman feels it was unwise to make Circular A-47’s application 
retroactive to the projects that had been previously constructed and 
carefully thought out and planned and authorized by the Congress 
before they were placed in operation ¢ 

Mr. Cannon. My viewpoint on that, Mr. Edmondson, is this: 
Over the years there have been a great many conflicts in policies and 
practices among the various Federal agencies which have responsi- 
bilities affecting water resources. I feel a great deal of progress has 
been made under the current administration in attempting to bring 
some order out of chaos in this field, and in an attempt to achieve 
some unified and uniform approach to these problems. 

Actually, this progress has had some foundation in the Truman 
administration, in which Bureau of the Budget Circular A-47 was 
first issued over the signature of Mr. Fred Lawton, who was then Di- 
rector of the Bureau of the Budget. So I feel what Circular A-47 
was, Was an attempt for the first time to establish uniform Federal 
policy in an area which had been left more or less wide open by our 
stautory enactments up to that time. So I feel that the evolution of 
Circular A-47 and Revised Circular A-47 was a very desirable de- 
velopment and apparently the result of a lot of work and study by 
a lot of people, and a lot of accomodation of interests. 

So, fundamentally, that is why I do not condemn it as a retroactive 
application of policy, whereas I feel that H.R. 8 would at this time 
uproot quite a bit of work and thought that is going on thus far. 

Besides, since I fundamentally disagree with the principles laid 
down by H.R. 8, I in particular think making it retroactive is more 
evil than making it prospective in operation. 
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Mr. Epmonpson. Then you do not object to retroactivity if the | Mi 
policy being made retroactive is well thought out and fits your views Mi 
on the subject; is that right / M 
Mr. Cannon. Well, 1 wouldn't use those exact words because I of a 
believe this: To some extent Circulars A-47 and A-47 Revised in ment 
some ways were not retroactive. They were for the first time an at- inter 
tempt to lay down uniform Federal policy in this area where there Do } 
had been much lack of uniformity. To that extent they talk about strea 
firm cost allocations, and to me it is pretty conjectural as to when relie 
they actually become firm. M 
Mr. Epmonpson. You are aware that the cost allocations to power intel 
were revised and made retroactive under Revised Circular A-47 on pact 
a number of projects that had been constructed and on which alloca- M 
tions had been made; are you not / into 
Mr. Cannon. Mr. Edmondson, when you say “applied retroac- dow 
tively” they were not applied retroactively to the rates that were M 
charged purchasers in prior years. They were made prospective in all « 
application as far as rate increases were concerned. tain 
Mr. EpMonpson. That is the burden that has to be assumed by the M 
power users. The effect has been certainly to change the rules and oll 
impose a new set of rules on projects which were constructed under tat 
another set of rules; is that not so? do 1 
Mr. Cannon. The Flood Control Act of 1944 talks about amortiz- wit] 
ing the investment over a reasonable period of years, When an ad- OM 
ministrative agency has a responsibility to define what isa reasonable cial 
period of years according to their rights as they see it, I do not. feel the 
that is doing something retroactively. I think, for instance, when the and 
increase in rates by the Southwestern Power Administration was, moc 
necessitated, that was not the result of arbitrary action, but was the ern, 
result of following two principles laid down in Mr. Lawton’s Circu- | Ohi 
lar A+47 relating to the maximum period of 50 years, and relating app 
to a stipulation in there that all functions or purposes should equita- \ 
bly share the joint costs of the project. mol 
Mr. Epmonpson. Basically and fundamentally do you believe that \ 
the executive arm of the Government or the legislative arm of the \ 
Government should determine policy of the Government ? ana 
Mr. Cannon. I certainly believe that the legislative arm of the y 
Government should lay down the policy of the U.S. Government. \ 
From the standpoint of industry, we have had a great many problems Ma 
arising from the fact that policy has not been sufficiently defined in rig’ 
legislative enactments and has been left often to administrative \ 
discretion. 
Mr. Epmonpson. Can you tell me any place in your knowledge of Sta 
the legislative processes since 1952 where the Congress has ratified ) 
or adopted the provisions of Revised Circular A-47? a 
Mr. Cannon. No; I wouldn’t be prepared to say yes or no to that bill 
question, the 
Mr. Epmonpson. So Revised Circular A-47 represents executive 
fiat in an area where up to the time of that circular the Congress had Mm 
fixed the ground rules and declared the policy, does it not ? ful 
Mr. Cannon. Well, I would say this: I cannot think offhand of the 
any respect in which that administrative action violated any specific cos 
enactment of the Congress. 
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Mr. Epmonpson. It changed the rules on these projects, did it not ? 

Mr. Cannon. To the extent that any rules had been made. 

Mr. Epmonpson. You state you feel that a number of these areas 
of activity should be strictly local and State, and among those you 
mentioned is pollution control. When pollution control becomes an 
interstate matter do you feel it still should be left solely to the States? 
Do you think a State which is suffering by reason of pollution up- 
stream in another State should have no remedy and no way to get 
relief in a situation like that ¢ 

Mr. Cannon. Fundamentally the position of our association is that 
interstate problems of this type should be handled by interstate com- 
pacts such as is the case in the Ohio River Valley. 

Mr. EpMonpson. Suppose the upstream State does not want to enter 
into a compact? Does it have the right to pollute the water of the 
downstream residents at its will ? 

Mr. Cannon. We certainly subscribe to the idea that all States and 
all communities and everybody should be good neighbors. I cer- 
tainly feel that. 

Mr. Epmonpson. When they are not good neighbors and when they 
ollute waters that the people downstream have to drink in another 
tate, do we just say “Hallelujah” when the Golden Rule is broken, or 

do we do something about it? That is the question we have to deal 
with here in the Congress. 

Mr. Cannon. I understand that. I have already told you the offi- 
cial position of our association. We are opposed fundamentally to 
the exercise of Federal police power and feel if sufficient educational 
and promotional work can be done to educate people on what the 
modern scientific methods of handling these problems are in a mod- 
ern, complex industrial society, such as has been worked out in the 
Ohio River Valley, we hope that the solution can find universal 
application. 

r. Epmonpson. I think you have been here throughout the testi- 
mony today / 

Mr. Cannon. Yes, sir. 

Mr. Epmonpson. You have heard witnesses from Arkansas, Louisi- 
ana, Alabama, North Carolina, and quite a few other States testify ? 

Mr. Cannon. Yes, sir. 

Mr. Epmonpson. Do you feel that the National Association of 
Manufacturers is more zealous on the subject of protection of States’ 
rights than the people of these States that I have listed, for example ? 

Mr. Cannon. Well, I would hope we did not outdo them. 

Mr. Epmonpson. These gentlemen who have testified, come from 
States where this idea of States rights has had quite a bit of strength. 

Mr. Cannon. Yes, sir. I recognize that. 

Mr. Epmonpson. And they are pretty firm in their support of this 
bill. Apparently they do not share your concern about its impact on 
the States’ rights in the water field. 

_ Mr. Cannon. Yes, sir, I feel there are some hidden implications 
in some of the broad declarations in the bill that I think have not been 
fully appraised. Much of the attention has been focused on some of 


the specific issues like amortization of investment and allocation of 
costs. 
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Mr. Epmonpson. One thing I fail to see completely is how you feel 
this bill will hurt the community watersheds. Judge Trimble, Senator 
Kerr, and Congressman Albert, and a number of others who appeared 
on this bill are among the stoutest friends and supporters that the 
watershed and flood control programs have in this Congress. They 
have done more for watershed development, and when we have been 
invited to attend hearings on appropriations for watershed develop- 
ment I have seen them there every time, and I have not seen the Na- 
tional Association of Manufacturers battling too hard on the subject 
of appropriations for watershed development. 

I know you subscribe to the program very strongly, but when it 
comes to getting money for it we do not often find you folks up before 
the Appropriations Committee asking for funds to help to finance it, 

I just cannot understand for the life of me how you feel that this 
bill would really hurt community watershed development. Personally, 
as a supporter of community watershed development I am very much 
disappointed that you would take this tack in attacking this pill be- 
cause it is my feeling that this bill would be a help to every kind of 
water program, including community watershed development. I just 
fail to get the message completely in your statement, which I read 
rather carefully on that subject. 

Mr. Cannon. Well, Mr. Edmondson, I believe that this concern is 
based more upon history than upon words spelled out in the bill itself. 
For a long period of time there has been quite a philosophical conflict 
on the subject of large downstream projects versus the upstream ap- 
proach, and also conflicts between Federal agencies having responsi- 
bilities in those various fields. I feel that this bill, with its concentra- 
tion solely upon what appears to be the downstream development phase 
of the Federal multiple-purpose projects could be taken as the spring- 
board for authorizing that type of approach to the whole development 
of the watershed or river basin, rather than the Watershed Act which 
provides for local organization and local participation in costs. 

There is not a word in this bill about consulting with any local in- 
terests whatsoever, a lot of which is spelled out in these circulars. I 
just wondered what effect this bill has on the circulars, because there 
are a great many other related problems touched upon in the circulars, 
on which the bill is silent. ether the intention is com —_ to 
supersede the circulars or only as to these specific issues I admit I am 
in the dark about. 

However, I do feel because this takes the approach of Federal action 
solely and alone, and solely on the basis of Federal financing and 
action, and it does not relate to local organization or local consultation, 
or cost, I think that it definitely poses a threat to the type of philosophy 
embodied in the Watershed Act. 

Mr. Davis. Mr. Baldwin. 

Mr. Batpwtn. Mr. Chairman, I just want to say each one of the 
witnesses both for and against the bill were completely sincere in their 
testimony. I would like to make one general observation. To those of 
you who are here who may be friends or constituents of Judge Trimble, 
even though there are some on our side who disagree in good faith 
with some of the provisions of this bill, we all feel Judge Trimble is 
one of the finest and most highly respected and most well-liked and 
most diligent Members in the House of Representatives. 
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Mr. Davis. Thank you, Mr. Baldwin. Off the record. 

(Discussion off the record. ) 

Mr. Davis. Thank you very much, Mr. Cannon. 

Mr. Cannon. Yes, sir. Thank you, Mr. Chairman. 

Mr. Davis. I think this has been a very satisfactory session today. 
We will go into executive session a little later, and the chances are we 
will want this record before we have an executive session because some 
of the men who were not able to be here for the full length of the hear- 
ing will want to be informed fully. Likewise, we will be in a position 
to make a recommendation to the full committee at an appropriate 
time. 

We hope that you have a pleasant journey home and thank you 
again for coming here. 

(Whereupon, at 3:50 p.m., the hearing was concluded. ) 
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